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The objective of this thesis was to explore the key reasons for changes to the risk 
level of the public joint-stock company "Sberbank of Russia", Moscow, where the 
probability of facing risks in the financial market has significantly increased in 
recent years due to the unstable economic situation.  
As the research strategy, the case study was chosen with a quantitative approach 
used for the data collection. The data for the analysis was retrieved from the 
annual accounting (financial) statements of the case bank provided by the 
company for this research. A statistical analysis was applied to identifying and 
analyzing the key indicators of the financial activities and the components of the 
credit and liquidity risks of the bank. Finally, the three major risks including the 
liquidity and credit risks and capital adequacy and their influence on the financial 
activities of the bank were analyzed.  
The results indicate that the public joint-stock company "Sberbank of Russia" has 
a strong financial position and that its capital meets the requirements of the Bank 
of Russia and those of the Basel Committee on Banking Supervision. However, 
there was an increase in the volume of hopeless and problematic loans and in 
spending on the reserves for possible losses, which resulted in a lower profit, and 
in a tendency for the major risks to increase. Based on the findings of the present 
study, recommendations were provided for enhancing the current level of risk 
awareness and for eliminating the related negative consequences. 
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1 INTRODUCTION 
1.1 Risk Management and Russian Banking Sector  
There is a simple example from everyday life. When one wants to cross the 
road, he/she would meet traffic on his/her way. In order not to get hit by a 
car, one has to follow the traffic regulations and to cross the road at a 
pedestrian crossing, and only on a green traffic light. Obeying those rules 
allows one to save his/her life. On the financial market, as well as in real-life, 
there are a number of rules that one has to follow in order to “save the life” 
of a financial institution. Those rules are studied by risk management and 
allow the institution not only keep its position on the market but also 
increase its revenue. (Kirilov 2016.) 
There is always some risk exists in the financial market, which make the 
actors to be accurate in their decisions (Doba 2009, 74). “Risks have to be 
managed by an enterprise. Otherwise, those risks would manage the 
enterprise” (Kirilov 2016). 
In recent years, the Russian economy has been facing serious challenges. 
The powerful shakes in the Russian economy in 2014 were primary 
provoked by geopolitical events, followed by a flurry of tough sanctions by 
the US and EU countries. At the end of the year, even people far from the 
finance world were enthusiastically watching the fall of the ruble and the 
collapse in oil prices. At that time, analysts of all types were predicting the 
imminent and inevitable collapse of the country. Those negative forecasts 
had all chances for realization. Nevertheless, due to the visionary Russian 
economic policy, after a while, even the most essential experts have to 
agree that there are a number of positive changes at the macroeconomic 
level. Despite the pressure of the sanctions, the country managed to set a 
stable growth according to the major economic parameters (for instance, 
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the inflation rate is slowing down). (Экономика России [Russian Economy] 
2016.) 
 The banking sector is one of the most sensitive ones for currency 
fluctuation, economical as well as political instability. Thus, the recent years 
turned out to be challenging for Russian banks (ibid.). It is interesting to 
note that the number of banks went flop, however, others managed not only 
keep their positions but also to gain benefits from the economic situation. 
That can be explained by the ability to forecast future risks and prepare the 
banks to meet those, as well as the ability of the risk management 
departments of the banks to create the most suitable way to treat those risks 
in order to gain from them (Orlov 2003, 140-159). The challenge of 
forecasting and managing the risks in the Russian banking sector is a crucial 
topic for Russia today.  
Due to the instability and specifics of the Russian economy, besides 
focusing only on the risk management techniques, it is important to 
recognize the major elements from the balance sheet of the bank that have 
influence on the change in the major risks faced by the banking sector. In 
order to find those elements, the PJSC "Sberbank of Russia" was chosen as a 
case for the study. 
1.2 Research Problems and Objectives  
As a banking institution such as PJSC “Sberbank of Russia” operates with the 
money, which does not actually belong to them, the ability of the bank to 
meeting its obligation for their clients depends on the way the bank 
manages those money, and what quality of financial management is inside 
the enterprise. In case when the bank is meeting the the financial risks, not 
only the enterprise itself is facing issues, but also the the clients of the bank, 
how are highly dependent with their finance on the bank. That is why 
forecasting banking risks and wise management of those are a crucial 
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aspect for the banking sector, that have to be studies and developed. The 
[1] establishment of the strong theoretical framework comprehends to [2] 
the development of the research questions:  
 
• What risks the banking industry facing during its 
activities? 
• What are the key indicators reflecting the level of the 
liquidity risk, credit risk, and capital adequacy? 
• What is the current level of the indicators listed above in 
the case company portfolio? 
• What are the elements of the bank’s acclivity are 
influencing on this level? 
 
As the following step is the [3] exploration of potential research methods 
and design of the research, strategy of its implementation and the data 
collecting and its analyzing methods, which followed by the [4] actual 
collection of data and its further analysis. The last parts are [5] conclusions, 
recommendations, and discussion, which intend to underline the crucial 
factors identified during the implementation of the research. The research is 
leaded by the ultimate aim, which is: to analyze the main indicators that 
reflecting on the level of risks of PJSC “Sberbank of Russia” and to suggest 
possible actions to improve those indicators in order to reduce the riskiness 
level. 
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2 THEORETICAL FRAMEWORK 
The main topics are concerned with risk management in banking sector, 
while focusing on the nature of risks, risks in banking sector along with the 
techniques to managing those. Furthermore, the focus will be made on the 
risks the Russian banking sector meets during its operations on the marked 
through familiarizing with specifics of the Russian banking sector and the 
main risks as well as the ways of managing those used by the country.  
2.1 Dynamics of Risks 
This subchapter is designed in order to explain the nature of risks and the 
main principles in risks typology. Thus, the reader will be provided with the 
background information needed for a better understanding of the risk 
management processes of a financial organization.  
2.1.1 Meaning and Nature of Risks  
Risk is about some unexpected event that is occurs in the future either in 
normal life, sport events, outdoor activities, working activities, trade or 
businesses. For instance, Cambridge Dictionary (Cambridge University 
Press n.d.) defines risk as "danger, or the possibility of danger defeat, or 
loss", and Merriam-Webster Dictionary (Merriam-Webster n.d.) defines it as 
"possibility of loss or injury". Some people considered risk as a negative 
event, while it is not always true. According to Business dictionary 
(WebFinance n.d.) risk is "a probability or threat of damage, injury, liability, 
loss, or any other negative occurrence that is caused by external or internal 
vulnerabilities, and that may be avoided through preemptive action". In 
other words, risk could be defined as an uncertainty about some future 
events or circumstances, that could have both negative as well as positive 
impact. Risk could not be either good or bad by its nature as it is a 
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probability of hazard and depends on how well one could operate the risks 
it could result in losses as well as gains. Risks may be two types: (1) threats 
(negative affect) and (2) opportunity (positive affect). (Mamis 1991.) 
It occurs that every aspect of our life is could not be completely risk-free, 
however, risk must be understood as potential unpredictable results, which 
may cause positive or negative effects to their recipients. That is way it plays 
a big role in balancing between gains and losses. (ibid.) 
The Chinese hieroglyph for the crisis (see Figure 1) provides much better 
description of risk. The first part of it means "danger" when the second one 
means "opportunity", which make the risk a mix of danger and opportunity. 
If we will think about that, we could come to the conclusion that there are 
actually no opportunities possible without any risk. (Damodaran n.d.a., 5.) 
 
 
 
Figure 1. Chinese Symbol for Crisis/Risk (Damodaran n.d.a., 5) 
 
 
According to Hillson (n.d.), risk is not the same as it is rather uncertain and it 
can only be defined in relation to the objectives. Risk is “an uncertainty that 
if occurs could affect one or more objectives”. At the same time, risk 
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management studies risk in the context of real risk, which is defined as 
“uncertainties which if they occur will have a positive or negative effect on 
one or more objectives”. The Figure 2 illustrates arise of a risk from the 
effect on uncertainty on objectives. Anytime objective or aim to achieve is 
arisen, there will be a risk to their successful achievement. That fact clears 
that every aspect of the life is risky and understanding the risk and its 
structure is highly important in any business context. (6-7.) 
 
 
 
Figure 2. Risk Arises from the Effect of Uncertainty on Objectives 
(Hillson n.d., 6-7) 
 
 
Knight (1921) supports the claim made by Hillson and defines the risk as 
uncertainty that could be quantified. That means that if it could not be 
quantified, the uncertainty should be treated as uncertainty.  To illustrate 
that, Knight considered the situation where two individuals drawing from an 
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urn that contains red and black balls. The first person does not pay attention 
to how may balls of each color in the urn whereas the second person is 
aware that there are three red balls for each black one in the urn. According 
to the author, the first individual is faced with uncertainty, when the second 
individual is faced with risk. (197-230.) 
Hillson (n.d.) suggests that any risky action can be described as three main 
elements, including the causes of risks, the genuine risks, and the effects of 
risks (see Figure 3). Causes are some events of sets of circumstances of the 
project or its environment, that bust rise of uncertainty. Risks the author 
understands as uncertainties which could affect achievement of the goal 
either negatively (threats) or positively (opportunities). The last one is effects 
and they understood as unplanned variations from objectives, that could be 
either positive or negative, which results of risks occurring. (6-7.) 
 
 
 
Figure 3. Cause, Risk and Effect (Hillson n.d., 6-7) 
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At the same time saying that risk comprehend of only measurable 
uncertainty illuminates new or unusual risks. Damodaran (n.d.a.) states that 
makes process of risk management a tricky one. Because of most of us have 
become adept at measuring and quantifying risks, which allowed analysts 
and managers to hide behind those numbers. Damodaran notified that they 
are using either of two excuses: (1) "we are better at measuring risk today 
than we were in the past" and (2) "measuring risk means that we are 
managing risks". Even today we have more powerful methods to measure 
risks, there are new and more complex risks because of globalization and 
technology that we have to deal with nowadays.  Moving to the second 
point, having access to better information does not necessarily leads to 
superior decisions. The decision maker has to make the right decision on his 
own based on the information he is obtaining about risk exposures, even if 
the risk itself was measured well. (4.) 
2.1.2 Meanings and Types of Banking Risks 
The bank risk management system is a set of methods implemented by the 
bank’s staff, that allows to provide a positive financial result in the presence 
of uncertainty in bank’s activities, to predict the risky events, and to take 
suitable actions to eliminate or reduce the adverse effects (Lavrushin & 
Valentseva 2016, 20).  
Under the banking risk the probability, which are inherent for banking 
activities, of incurring losses of the credit institution and (or) deterioration of 
liquidity due to occurrence of adverse events related to internal factors 
(complexity of the organizational structure, the level of qualification of 
employees, organizational changes, employee turnover, etc.), and (or) 
external factors (change in economic conditions of the credit institution, 
applied technologies, etc.) is understood (ibid.). 
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Due to the complexity of modern economy there are a large number of risks 
could be faced by financial institutions such as banks and the question how 
to classify those risks is a tough one. Different studies understand and 
classify banking (financial) risks in different way. The four viewpoints on 
those risks classification are going to be observed next: first the 
classification introduced by Pole in 1997, second classification by Crouhy, 
Galai and Mark, then the one mentioned by Greuning and Bratonic in 2009, 
and finally the typology introduced by Lavrushin and Valentseva.  
Pyle (1997) suggests to divide the typically chosen financial thematic risk 
into four types: market risk, credit risk, operational risk and performance risk. 
Under market risk and credit risk the author considers the changes in net 
asset value when first happens because of the changes that occurs in 
underlying economics factors (interest rates, exchange rates, and equity and 
commodity prices) while second could be faced due to changes the 
perceived ability of counterparties to meet their contractual obligation. 
Operational risk results from costs incurred due to mistakes in carrying out 
transactions (settlement failures, failures to meet regulatory requirements, 
and untimely collections). The last one, performance risk, is a result from the 
unsuccessful monitor employees or from usage of inappropriate methods. 
(3.)  
Crouhy, Galai and Mark (2006, 26) made the risk division a bit more 
complex and divided risks into eight groups (see Figure 4): market risk, 
credit risk, liquidity risk, operational risk, legal risk, business risk, strategic 
risk, and reputation risk. 
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Figure 4. Typology of Risks (Crouhy, Galai & Mark 2006, 26) 
 
 
Another classification introduced by Greuning and Bratonic in 2009 is more 
advanced and comprehensive than the one from Pyle. According to this 
study financial institution nowadays face the risks that falls into three main 
categories: financial risks, operational risks, and environmental risks with the 
list of subcategories which are introduced in the Table 1 (Greuning & 
Bratanovic 2009, 3-4).  
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Table 1. Different Types of Banking Risks (Greuning & Bratanovic 2009, 
3-4) 
 
 
 
Lavrushin and Valentseva (2016, 24) are introducing a classification, which is 
based on the previously introduced methods of classifying banking risks. 
The current classification is the most convenient in use in author of the thesis 
opinion, that is why it will be discussed in more details in the following 
section.  
According to Lavrushin and Valentseva (2016), the first typical banking risk is 
Credit risk. In other words, the risk that the credit institution losses due to 
non-fulfillment, delayed or incomplete fulfillment of financial obligations by 
the debtor to the creditor in accordance with the terms of the contract. 
Those financial obligations include the debtor's obligations to: the received 
credits, including interbank loans (deposits and loans), other placements, 
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including the requirements to receive (return) debt securities, shares and 
promissory notes, provided under the loan agreement; credit institution 
discounted bills; bank guarantees, which paid credit institution funds are 
not reimbursed by the principal; transaction financing receivable financing 
(factoring); acquired by the credit institution in the transaction of rights 
(claims); acquired by the credit institution in the secondary mortgage 
market; sale transactions (purchases) of financial assets with deferred 
payment (delivery of financial assets); letters of credit, paid by credit 
institution (including unsecured letters of credit); return funds (assets) for 
the acquisition of financial assets with an obligation to return the alienation; 
the requirements of the credit institution (lessor) on operations of financial 
lease (leasing). (24-25.) 
The concentration of credit risk is manifested in the provision of large loans 
to a single borrower or group of related borrowers, as well as when the 
debtors of the credit institution to individual sectors of the economy, or to 
the geographical area, or in case of any other obligations, which make them 
vulnerable to the same economic factors (Lavrushin & Valentseva 2016, 24-
25). 
Credit risk increases when lending to individuals or entities which have 
power to influence the decisions made by the crediting organization about 
the lending process or the crediting conditions, as well as when lending to 
individuals, whose decisions can be influenced by the credit institution. 
When lending to related entities, the credit risk may increase as a result of 
non-compliance or lack of compliance of the established by the credit 
organization rules, processes and procedures regarding to the loans 
application processing, the determination of the creditworthiness of 
borrowers, and the decision-making process about landings. (ibid.) 
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When lending to foreign counterparts, the credit institution can also meet 
the country risk and the risk of untranslatable funds. Under the country risk 
(including the risk of untranslatable funds) is understands the risk that the 
credit institution losses in result of foreign counterparties (legal entities and 
individuals) obligations due to economic, political and social changes, as 
well as because the monetary obligation currency may not be available to 
the counterparty because of the peculiarities of national legislation 
(regardless of the financial situation of the counterparty itself). (ibid.) 
The second one is market risk. The risk that the credit institution losses due 
to adverse changes in the market value of financial instruments of the 
trading portfolio and derivative financial instruments of the credit institution, 
as well as foreign exchange rates and (or) precious metals. Market risk 
includes: (1) equity risk is the risk of losses due to adverse changes in market 
prices for securities (securities, including enshrining the right to participate 
in management) of a trading portfolio and derivative financial instruments 
under the influence of both factors related to the issuers of securities and 
derivative financial instruments, as well as to the general fluctuations of 
market prices of financial instruments; (2) currency risk is the risk of losses 
due to adverse changes in foreign exchange rates and precious metals on 
the open positions of the credit institution in foreign currencies and (or) 
precious metals; and (3) interest rate risk is the risk of financial losses due to 
an unfavourable change in interest rates of assets, liabilities, and off-balance 
sheet instruments of the credit institution. (ibid., 25.) 
The main sources of interest rate risk: (1) mismatching of maturities of assets, 
liabilities and off-balance sheet assets and liabilities for instruments with a 
fixed interest rate; (2) mismatching of maturities of assets, liabilities and off-
balance sheet assets and liabilities on the instruments with variable interest 
rates (reprising risk); (3) yield curve configuration changes on the long and 
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short positions on financial instruments of one issuer, which create the risk 
of loss as a result of excess potential income over expenditure at the closing 
of these positions (yield curve risk); (4) for financial instruments with a fixed 
interest rate, in case of their maturity match: mismatch rate of change in 
interest rates for attracted and placed resources of the credit institution; For 
financial instruments with variable interest rates in case the same frequency 
revision floating interest rates: a mismatch rate of change in interest rates 
(basis risk); and (5) extensive use of option transactions with the traditional 
interest rate instruments sensitive to changes in interest rates (bonds, loans, 
mortgage loans and securities, etc.) that give rise to the risk of losses due to 
non-fulfillment of obligations by one of the parties to the transaction 
(optional risk). (ibid., 25-26.) 
The third typical risk is liquidity risk. The risk of losses due to the credit 
institution's inability to entirely meet its obligations. Liquidity risk arises from 
the imbalance of financial assets and financial liabilities of the credit 
institution (including as a result of untimely execution of financial obligations 
with one or more counterparties credit institution) and (or) an unforeseen 
need for immediate and one-off performance of the credit institution of their 
financial obligations. (ibid., 26.) 
The next one is operational risk. The risk of losses resulting from non-
nature and scope of the activity of the credit organization and the applicable 
laws of the internal orders and the conducting banking operations and 
other transactions, their violation by employees of the credit institution and 
(or) other individuals (due to incompetence, unintentional or intentional 
actions or inactivity), the disparity (lack of) functionality (features) used by 
the credit institution informational, technological and other systems and 
their failures, as well as under some external events. (ibid.) 
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Legal risk is considered to be the risk that the credit institution meets losses 
due to: (1) failure to comply the requirements of normative legal acts and 
contracts by the credit institution; (2) carrying out legal law errors in financial 
activities (incorrect legal advice or the wrong document, including when 
dealing with controversial issues in the judiciary); (3) the imperfections of 
the legal system (contradictory legislation, lack of legal regulations on 
particular issues that arise in the course of the credit institution); (4) 
violations by contractors of  the legal acts regulations, as well as the 
conditions of the concluded contracts (ibid., 27-28). 
Another one is reputational risk (risk of loss of business reputation of the 
credit institution). The risk that the credit institution losses as a result of 
reducing the number of customers due to the formation of negative societal 
attitudes about the financial stability of a credit institution, as its services or 
the nature of the activity as a whole. (ibid., 27.) 
The last typical risk according to the authors is strategic risk. The risk that 
the credit institution losses arising from errors (deficiencies), admitted in 
decisions that determine the business strategy and the development of the 
credit organization (strategic management), and expressed as the account is 
taken of or insufficient account of possible hazards that may threaten the 
credit institution, incorrect or is insufficiently substantiated by the 
determination of perspective directions of the activity, in which the credit 
institution can achieve a competitive advantage, the absence or providing 
incomplete necessary resources (financial, material, technical, human) and 
organizational measures (administrative decisions), which should ensure the 
achievement of the strategic objectives the credit institution. (ibid., 27-29.) 
The four ways of classifying the risks help one to understand the difference 
between the risks the financial institution could meet during its activities on 
the market in order to find the most suitable way to manage those risks and 
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reduce the potential losses. Considering the broad topic of risk 
management, the next subchapter will explore the nature of risk 
management and the main technique that risk management uses in banking 
sector. 
2.2 Risk Management  
As stated above, risk is not always a negative thing. Instead, it provides a 
number of opportunities to gain in some risky event. Moreover, any activity 
done by businesses always deals with risks. In order to gain, the company 
has to have a well-managed risk department as only a well-managed risk 
can gain a lot of assets for the company.   
Risk management is the core part of strategic management in any 
organization. Through risk management techniques a company can achieve 
the goal of sustained benefits in each activity done by the company as well 
as in the portfolio of all its activities through the control of the risks in those 
activities. (A risk management standard 2002, 2.) Risk management tries to 
reduce the risks of a financial distress and failure that a firm is facing during 
its activities. As a result, the firm is able to improve its competitive 
advantage in the market (Frenkel, Hommel, Rudolf & Dufey 2005). "Risk 
management should be a continuously and developing process which runs 
through the organization's strategy and the implementation of that strategy" 
(A risk management standard 2002, 2).  
Risk management in the banking sector plays a crucial role. Every 
economic entity wants to be sure that it will keep its position in the market 
and not lose money. Therefore, various risk management departments were 
formed in almost each enterprise dealing with big amounts of money (Pyle 
1997, 1-2). Financial risk management has become an essential practice by 
which an organization optimizes the manners in which risks are introduced, 
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including monitoring risk activities, updating policies and procedures that 
are relevant in the specific cases, and preparing risk-related reports (Holton 
2006). Banks and similar financial institutions are in the first place on this list. 
Consequently, they pay high attention to risk management departments 
and the ways to control risky actions (Pyle 1997, 1-2).  
Risk management in banks is  
a set of policies to manage and monitor transactions and 
activities which can adversely impact banking operations, and 
enact proactive measures to identify, control and minimize these 
risks (Ardrey, Perryer, Keane & Stockport 2009).  
In practice, models, practices, management tools and techniques, and 
evaluation criteria are usually established as managerial policies and are 
reviewed and corrected in a certain period of time defined by the bank 
(most often annually) (ibid.). 
Risk management requires money and time. Therefore, bank managers 
should usually make wise decisions between the precision of measuring and 
the timeliness of reporting and the cost of the measurement systems. Risk 
management department aim to answer two main questions: "Is the risk 
managing model currently valid?"; and "are trades currently motivated not 
just to avoid risk but also to manage it?". (Pyle 1997, 1-2.) 
There are two main techniques of managing and forecasting risks in 
banking enterprises nowadays: the first method is scenario analysis, and 
the second one is value-at-risk analysis, which are aimed at answering those 
questions above. 
The scenario analysis, according to Pyle (1997), takes place when “the 
analyst postulates changes in the underlying determinants of portfolio value 
[…] and revalues the portfolio given those changes”. Some examples of a 
portfolio value could be interest rates, exchange rates, equity prices, and 
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commodity prices. A scenario analysis results in the estimation of losses. A 
typical approach in the scenario analysis is cold “stress testing”, which 
stands for the analysis of a historically hostile market move. The advantage 
of this approach is the absence of distributional assumption for the risk 
calculation requirement. However, according to the author, this approach is 
very subjective and assumes that future financial upsets will look like the 
past ones. (7-8.) 
Value-at-risk, or VAR “can be defined at the worst loss can happen under 
normal market conditions over a specified horizon at a specified confidence 
level” (Jorion 1999, 7). In other words, VAR “is the loss in value over X days 
that will not be exceeded more than Y% of the time” (Pyle 1997, 8). 
According to Jorion (1999, 7) VAR was developed as a practical criterion of 
a financial risk with the main goal of showing the risks to the stakeholders. 
“VAR measures are based on two quantitative parameters: the confidence 
level and the horizon” (ibid., 7). The choice between the parameters is 
usually application-related.  
As already mentioned, there are multiple risks that may be met by a bank 
during its operations. In our unstable world that depends on a number of 
different factors that could not be avoided, which is why it is highly 
important for the banks in particular to carefully analyze and predict the 
risks. The revenue that a bank could make is highly dependent on how well 
the risk managing department is functioning in the bank. The risk 
management techniques were briefly introduced in the current subchapter 
in order to provide a basic understanding of those to the reader, and the 
discussion of those in more detail will be provided in the next subchapter.  
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2.3 Risk Management Techniques Description 
The subchapter is aimed to explain in more detailed manner the two 
techniques to forecast the risk of financial enterprise on the market. First the 
scenario analysis, and then value-at-risk, including the techniques 
description and comparison of the last, as well as the critical analysis of 
those techniques will be introduced for to reader.  
2.3.1 Scenario Analysis 
Scenario analysis is an important tool for a financial institution such as banks 
for preparing the action plan and building the portfolio. The results are 
gained through anything the possible events that the financial institution 
could meet in the future, on both micro- and macro-economics level. The 
statistics (mathematics) play a crucial role in the current approach. Even the 
method is widely used, however, there is no unanimous way in its 
implementation. (Laeva 2006.) 
According to Laeva (2006), scenario analysis method includes elements of 
art and science, deduction and induction, structuring, summarizing, 
rationality (in relation to the actions of one subject) and irrationality, thus, 
claims the author, scenario analysis can not be assigned to any academic 
discipline. 
Most approaches of scenario analysis implementation begin with the 
external environment analysis of a financial institution, and then a stage of 
the development of scenarios takes place. The strategy development for the 
organization in accordance with the scenarios developed on the previous 
stage is the last and most complicated stage of the scenario analysis. (ibid.) 
Due to no unanimous opinion about scenario analysis approach, different 
authors suggest different ways to organize the approach implementation. 
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For instance, according to Mercer (1995, 81-86), the analysis of the external 
environment as well as the discernment of early signs of future changes are 
the most crucial elements that have to be carefully studied through the 
scanning method. Meanwhile, Bourgeois (1998) proposes to start the 
analysis with the definition of the business interests of the organization and 
only then proceed to the analysis of external environment parameters. 
Schoemaker (1993) Suggests to identify and study the factors that affect or 
may affect the organization identifying their time horizon, and then analyze 
past trends in order to understand better the possible level of uncertainty 
and variability of the environment. Furthermore, Schoemaker suggest to 
identify key stakeholders of the organization (those who can affect the 
current and future activities of the organization). Thus, here, the main 
objective of the first phase of scenario analysis is to identify the most 
significant external factors (the "key variables") that will be the basis of 
future scenarios. (193-213.) 
The scenario development is the longest and the most creative stage of 
scenario analysis, including three main stages, that will be briefly discussed 
further. Those stage includes: (1) selection of changeable variables, (2) 
designing different scenarios of outcomes, and (3) the combination of key 
variables into scenarios and describing the scenarios (Aaker 2002, 182-189). 
The first stage is selection of changeable variables, where it is 
recommended to study the results of the analysis of the environment in 
order to identify the most significant factors that will be the basis of 
scenarios. It is highly important to avoid bias in reasoning and be sure to 
take into account the time period under consideration (Mercer 1995, 81-86). 
There is a dissent between authors about the most effective way to identify 
the most important variables: Mercer (ibid.) suggest to use the 
brainstorming method, when Schoemaker (1993, 193-213) prefer Fishbone 
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Diagrams. As the result a small number of the most significant and 
independent of each other variables should be selected (Aaker 2002, 182-
189). 
The second stage is designing different scenarios outcomes. The stage is 
based on a detailed analysis of the selected variables and making a few (at 
least two or three) possible outcomes. The outcome from a variable is some 
possible alternatives of the change of the variable in the future. The most 
crucial during the process of development of possible outcomes from the 
variables is to take into account the events that may occur, but the effect of 
which is currently not obvious. It is not correct to illuminate some trivial 
assumptions about the possible outcome for a variable. Assumptions can be 
both clear and obvious (for instance, that the main competitor will not leave 
the market), as well as implicit such as those associated with the 
technological development. (ibid.) 
The third and the last stage is the combination of key variables into 
scenarios and describing the scenarios. The purpose of this phase is to 
establish the relationship between scenario outcomes of all the variables 
under consideration, as well as writing the description of those scenario. 
(ibid.) 
According to Bourgeois (1998), this stage is key in intellectually, because it 
requires the ability to carry out a systematic or comprehensive analysis, a 
clear and comprehensive vision and the ability to logically group outcome 
from the variables, thus creating several scenario directions. It does not 
make sense to include in the scenario the various outcomes of variables of 
opposite directions, and, thus, mutually contradictory to each other. The 
result is the formation of seven-nine logically grouped outcomes of different 
variables. (Laeva 2006.) 
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The next step is to combine the received mini-scenarios (as a result, from 
two to three scenarios should be obtained). The is no theoretical rationale 
for conducting this stage, however, its implementation involves the practical 
application of the method. The most effective policy at this stage is to 
develop the most and the least favorable scenarios: an optimistic scenarios 
and a pessimistic scenario. (Aaker 2002, 182-189.) 
Schoemaker (1993) offers to simultaneously develop two basic scenarios, 
including all the successful outcomes of the key variables in one scenario 
(optimistic scenario), and all negative outcomes in the other scenario 
(pessimistic scenario). Then, he recommends to evaluate the order and the 
credibility of the scenarios and, if necessary, eliminate the combination of 
outcomes that are incredible or impossible, as well as to evaluate the 
received scenario from the perspective of key stakeholders of the 
organization. (193-213.) 
The final step is the results description. As a rule, scenarios are made in 
written form (as a number of alternative descriptions of the future), and may 
include quantitative specifications and diagrams. (Laeva 2006.) 
The main impact of scenario analysis in the further development of the 
strategy is that the scenario method allows one to develop a reasonable set 
of strategies, conducive the financial organization to achieving the best 
results. In particular, scenario planning enables the organization to build a 
defense against major threats of the external environment. The stage 
includes the development of behavioral strategies for the organization, the 
implementation of which leads to the satisfaction of the specific business 
interests of the financial organization or to the problem solving. The optimal 
solution is considered to be the choice of such strategy for future actions, 
the impact of which would be favorable for any considered scenario. 
(Bourgeois 1998.) 
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The current stage of scenario analysis is considered to be the most 
complicated one. Bourgeois, Mercer, and Schoemaker describes in detail 
the very scenario development process, however, non of them offers the 
way to embed the obtained scenarios in the strategy development of an 
organization. The research on harmonization of the scenarios with the 
strategy and the choice of the strategy of the organization’s behavior was 
carried out by Porter. (Laeva 2006.) 
Porter (1985,15) notes that the coordination of scenarios with a strategy can 
be accomplished in several different ways, however, he warns that 
developing a strategy based only one one scenario could be a risky thing. 
The author does not sure if it is possible to find the strategy that provides all 
possible future development scenarios. 
According to Porter (1985), there are five main approaches for strategic 
choice: (1) to stay along with the most probable scenario, (2) to stay along 
with the best scenario, (3) to compromise, (4) to remain flexible, and (5) to 
affect the scenario’s outcome. The choice of the approach is personal. 
Moreover, it is possible to apply several approaches at the same time (15-
17.)  
2.3.2 Value-at-Risk 
Value-at-risk, also known as VAR, is measure of financial risk which is widely 
used today by financial institutions. It provides a way of quantifying and 
managing portfolio risks. The value-at-risk concept was appreciated in 1993 
as a response to financial disadvantages as a key concept to manage the 
market risks, however, its development dates back to 1988 when the central 
bank decided to set minimum capital requirements for the banks in order to 
protect them from trading risks. The management are able to see the 
probable risks that are taken by their financial institution with the help of the 
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VAR use. Moreover, through the application of the concept the company 
can get an illustration of reduction in possible financial exposure (in case of 
hedging), and it can provide one number, for example EU, as a sum of all 
market risks that are met by the total portfolio. (Bohdalová 2007.) 
According to Hull (2009), Value-at-risk, also well known as VAR, is one of the 
most used measure of risk among both regulators and risk managers, as it is 
easy to understand. It tries to answer the question “How bad can things 
get?”. (444-445.) As it was stated before, VAR was developed as a practical 
criterion of a financial risk with the main aim to show the risks to 
stakeholders (Jorion 1999, 7). It is deceptive to consider that value-at-risk 
can be an alternative to risk adjusted value and probabilistic approach, in 
fact, it borrows from both (Jorion 2001, 10). 
This concept is mostly used by commercial and investment banks, even 
though it can be applied by any entity to measure risk exposure. It provides 
them an opportunity to predict potential value loss of their traded portfolios 
from middling market movements and compare these possible losses with 
their capital and cash reserves to ensure that the first can be covered 
without and risk for the firms. (ibid.) 
For investors risk is about losing money, thus VAR is based on three main 
components: a time period, level of confidence and an estimate of 
investment loss. For easier understanding this concept could be expressed 
as the question the analysts could answer: "what is the maximum 
percentage - with 98% (for instance) confidence - the enterprise can expect 
to lose over the next month (for instance)?". (Cortez 2011, 98-120.) 
There are a number of techniques and theories studied and developed in 
the context of VAR. The author of this thesis decided to focus on three of 
those theories and critically discuss them later in this section. These 
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approaches are known as variance-covariance approach, historical 
simulation approach and Monte Carlo simulation approach.     
Variance-covariance approach is based on the analytically assumption 
about return distributions for market risks and on the variance in and 
covariance across those market risks. The variance-covariance approach has 
its benefits of simplicity as to measure the market risk of portfolio in case it 
will drop below some specified value in a particular period of time (the basic 
principle of value-at-risk method), the probability distribution of potential 
values can be simply derived. However, it has some limits in the difficulty in 
the deriving probability distribution. (Damodaran n.d.b.) 
According to Frederic (1997) the variance-covariance approach can be 
calculated in different ways and each bank could have its own version of this 
approach application. However, the author suggests the common steps for 
measuring risks through the current approach:  
1. Unbundle different types of risk from each asset or position based 
on market factors. For example, a foreign bond would be 
separated into two cash-flow components — principal and interest 
payment; and each of these two components will be further 
unbundled by different market factors such as interest rate and 
exchange rate factors. Therefore, each "cell" would have a cash 
flow exposed to only one type of market factor.  
2. Group the cells with the same (or similar) characteristics together. 
3. Calculate the value at risk for each cell group. Some make an 
assumption that the distribution is normal. 
4. Calculate the portfolio value-at-risk using the variance-covariance 
matrix. (69-70.)  
The next method for calculating value-at-risk is historical simulation 
approach. It is calculations based on the assumption that the history will 
repeat itself.  
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One of the advantage of the historical simulation is that there is no need to 
care about correlation since they already included in the existing data, 
which is used for calculation. On the other hand, in order to obtain the 
meaningful results, it is required to use from three to five years of data of the 
market risk capital change, which makes the capacity system to be an issue. 
(Frederic 1997, 71-72.) 
The next approach discussed is Monte Carlo simulation approach (statistic 
modeling), which is based on modeling of random processes with 
predetermined characteristics. Before going deeper into discussion of the 
Monte Carlo simulation approach, it is important to underline the difference 
between the two approaches in forecasting future events: deterministic and 
stochastic approaches.  
The deterministic approach includes all models that assume a fixed 
relationship between the inputs and consider that the inputs lead to an 
unambiguous result. The second approach is introduced by models 
assumes random or uncertain inputs which provide the possible results 
distribution. (Frederic 1997, 72.) Kritzman (1993, 17) explain the difference 
between deterministic and stochastic processes on the following example:  
a model that predicts an eclipse, for example, is deterministic, 
because it relies on known fixed laws governing the motions of 
the earth, the moon and the sun. You are unlikely to hear an 
astronomer say that there is a 30 % chance of an eclipse next 
Wednesday. A model that predicts tomorrow's weather, 
however, is stochastic, because many uncertain elements 
influence the weather. 
In other words, it is not the blame of the observatory if it assumes that there 
is only a single chance of the rain during the day, but the rain starts straight 
after lunch; the reason of such event is that there are some uncertainty 
elements dominate in the current situation which the observatory cannot 
forecast (Frederic 1997, 72).  
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The Monte Carlo simulation method contained in modeling of possible 
changes in the price of portfolio in a few bids. Become apparent some 
market factor, which are impacting on the price of portfolio. Then, builds 
collaborative apportioning of these factors by different methods, for 
example, using of the historical data based on the development of 
economy. Afterwards, a number of sceneries are modeling, and each result 
been counter for each result of modeling. Next builds histogram of received 
data and VaR value is getting determined. (Kritzman 1993, 17-20.) 
The theoretical basis of the current stochastic method is described by 
Kritzman (1993, 18) as: 
We sum or average a group of independent random variables, 
which themselves are not normally distributed, the sum or 
average will be normally distributed if the group is sufficiently 
large. 
In simple worlds, in order to obtain the valuable results, the researcher has 
to simulate many times this random process (the current market price), 
which does go through many random paths independently from each other 
under certain precise mathematical processes, and after all the researcher 
obtains a distribution of values. A number of times the researcher has to go 
through this process of Monte Carlo simulation is depends on how accurate 
outcomes he wants to obtain. However, usually a number of paths in the 
simulation process more than one thousand. (Frederic 1997, 72-73.) 
Since the series of values from changes in market factors are added to the 
value of the current market, the Monte Carlo simulation is close the the 
historical simulation method. However, there is a difference between two 
methods in obtaining these series of market factor changes. The historical 
simulation method mainly relays on the movements in past price in order to 
forecast future prices. The Monte Carlo simulation express its forecast in 
terms of distribution probability, the says that the future prices are 
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unaffected by any prices in the past. Nevertheless, some parameters of the 
simulation are based on the past experience, for instance, volatility and 
correlations between factors in the market. (ibid.) 
2.3.3 Comparison of Value-at-Risk Models  
As discussed above, different VAR models are best used for different 
situations and different purposes. For instance, is portfolio is used without 
options for a short period of time the most reasonable choice is to use 
variance-covariance approach; if portfolio consists of a stable historical data, 
the historical simulation does the good job in calculation the VAR; Monte 
Carlo simulation provides relevant results for the nonlinear portfolio over 
long periods of time with volatile the historical data (Čorkalo 2011). The 
methods of VAR calculation are different in their ability to estimate risks, 
they are easy in their implementation, it is not difficult to explain those 
methods to senior management, the results of VAR are reliable, and they 
are flexible in analyzing the results of changes in the assumptions (Linsmeier 
& Pearson 1996). 
For more visual demonstration of the differences and similarities of the 
three main VAR models, the following Table 2, designed by Linsmeier and 
Pearson, is provided for the reader. 
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Table 2. Comparison of Value-at-Risk Techniques (Linsmeier & Pearson 
1996) 
 
 
 
2.3.4 Advantages and Limitations of Value-at-Risk  
The method of VAR has gained its popularity in recent years and now it is 
widely used as the measure of risk for international banks and financial 
organizations. There are a number of reasons why it spread so rapidly 
around the world with highly successful results in managing risks. However, 
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there are also some limitations existing. The current concept is critically 
analyzed, and the advantages and limitations of the technique are 
underlined. 
Alexander (2008) identifies the main advantages that one could gain 
through applying value-at-risk techniques for managing risks of a financial 
institution (80): 
 
• The VAR concept is easy to understand. The existing risk in the portfolio is 
expressed as a single number which makes it easy to interpret and to use in 
the future analyses. Moreover, VAR is measured as a price unit (euros, for 
example) or as a percentage of portfolio value.  
• The VARs of different assets and portfolios can be compared.  Another 
reason why financial institutions and especially banks like the VAR 
measurement is that value-at-risk is applicable to different types of assets 
(stocks, bonds, currencies, derivatives, and many others) and various 
portfolios, which enable the comparison of the profitability and risk of 
various units and allocate risk based (risk budgeting approach) on value-at-
risk.  
• The VAR is a common part of various types of financial software. It is another 
big advantage of VAR as most of the financial software solutions (for 
instance Bloomberg) are able to quickly calculate it from the historical data 
of the portfolio after entering the data and setting several parameters.  
• the VAR is frequently used by most financial institutions. Value-at-risk is 
considered the gold standard nowadays, and it is part of risk management 
one hundred one in financial entities. Because of its popularity, it became 
reasonable to use VAR as it is used by most of the competitors and clients of 
financial banks. 
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Value-at-risk is not an acceptable measure of risk if it is applied to most 
return distributions, claims Szegö (2002) in his article “Measures of risk”. He 
compares measuring the risk with VAR with measuring the distance 
between two points using a rubber band instead of a ruler. According to 
Szegö (2002), it can be used only in the case when a computationally 
simpler variance can be used at the same time. VAR is an inadequate 
measure of risk and it is not suitable to measure a real life portfolio. For 
instance, some conflicting results may occur at different confidence levels. 
Due to non-convexity, it becomes impossible to use VAR in optimization 
problems. The VAR ranking may be unstable because of its local extremes. 
(1253-1272.) 
Furthermore, Wong (2013) and Alexander (2008, 58) discussed the list of 
limitations for value-at-risk concept, such as: 
 
• VAR gives the false sense of security as does not measure the worst case 
loss. It is probable the most important limitation of value-at-risk approach 
and at the same time the most frequently ignored one. VAR does not give 
100% of guarantee, and even it is calculated with 99% confidence it is still 
far from 100%. There is 1% of cases, which mean 2-3 days per year (if 
measured as a daily VAR), when VaR does not say anything about how the 
losses are expected to be. In that 1% losses can we only several percent 
higher that VAR states, however, they can rise significantly to unlimited 
number that can actually ruin the business.  
• VAR more suitable for similar portfolios. It gets difficult to calculate the 
value-at-risk for the large portfolio, as when the calculations are done not 
only return and volatility of individual assets are estimated but also the 
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correlation between those.  Thus with the growing portfolio it becoming 
more complicated and more expensive to calculate the risks.  
• VAR is not additive. Due to the fact that correlations between individual 
factors of risk enter the value-at-risk calculation, when VAR containing assets 
X and Y and the sum of VAR of asset X and VAR of asset Y are mot equal.  
• VAR results are limited with the inputs and assumptions.  The result can be 
only as good as the input made, thus it is mistaken to assume that with not 
normal skewness or excess kurtosis, distribution of asset and portfolio 
returns can be normal.  
• VAR can be different through the use of different methods. There are three 
main methods of calculation value-at-risk (variance-covariance parametric, 
Monte Carlo approach, and Historical simulation) which could give 
completely different VAR results for the same portfolio, which can rise the 
question of representativeness of the concept.  
 
2.4 Basel Committee on Banking Supervision 
The Basel Committee on Banking Supervision (BCBS), which is responsible 
for banking services global supervision, objects to enhance the 
understanding of key supervisory problems, to improve the supervision 
quality in the worldwide banking, as well as the Committee offers an 
advanced forum for problem-solving of the matters with supervision, due to 
strengthen financial regulations and increase financial stability of banking 
sector (Bank for International Settlements 2013, 1). The supervisory 
standards the BCBS are introduced as guidelines and recommendations for 
banks international operations, although the BCBS has no legal power and 
the BCBS functions mainly as a monitoring institution for the 
implementation of those standards, and introduces the guidelines and 
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recommendations for banks international operations, the Committee has 
gradually become a standard-setting body concerning all banking 
Supervision (Bank for International Settlements 2009, 1). 
Up until now, there are three regulatory frameworks published by the BCBS: 
The Basel Capital Accord (also known as Basel I), Basel II and Basel III. The 
main aspects of these frameworks are introduced shortly in the following 
sections. 
2.4.1 Basel I and II  
To understand better the most recent Basel Accord (Basel III), a short 
background of previous (Basel I and Basel II) is given in the current section. 
Jackson and Furfine (1999) states that Basel I was introduced in 1988 and 
had with two objectives: (1) to help the international banking system to 
strengthen its soundness and stability through motivating those banks to 
boost their capital positions; and (2) to reduce competitive inequalities, 
through settling the standards applying for banks with international 
activities. 
The framework introduced in Basel I leads bank institutions to be more 
sensitive in their capital regulations to the various risk profiles during 
international activities, to reduce the risks in having liquid assets, and to 
expose the off-balance-sheet during the assessing capital adequacy 
(Jackson & Furfine 1999, 1). As the framework assesses capital through the 
view of credit risk ration (the risk of counterparty failure), due to access the 
overall capital adequacy other risks, such as interest rate risk and the 
investment risk on securities, have to be taken into account when calculation 
is made (Bank for International Settlements 1988, 2).  
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In June 2006 the BCBS released revised version of the the “International 
Convergence of Capital Measurement and Capital Standards”, with the 
purpose to strengthen and add new regulations to the already existing 
framework of Basel I (Bank for International Settlements 2006, 1). The 
following framework, known as Basel II, “was initiated by the Committee for 
Banking Supervision of the Bank of International Settlement in Basel (BIS)” 
(Frenkel, Rudolf, & Hommel 2005, 7). It replaced the previous Basel accord 
from 1988 and became one of the most extensively debated topics in 
financial risk management that time (ibid.). 
Basel II is structured into three main areas, also known as “pillars” (see 
Figure 5), enhancing the financial position of banks in a stress scenario. 
Pillar 1 includes the minimum criteria requirements of bank’s capital that is 
required for the credit risk. Those criteria of capital requirements are 
influenced by the amount of credit risk items in the bank’s balance-sheet, 
the overall risk level, and the decision on the techniques used in order to 
reduce those risks, for instance, with guarantees, securities and credit 
derivate. Pillar 2 carry on the own capital reserves of the enterprise that are 
considered to measure their adequacy. The pillar 3 contains the 
requirements for the financially relevant information publication. 
(Vauhkonen 2010, 22.) 
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Figure 5. Overview on the New Basel Capital Accord (Frenkel, Rudolf, 
& Hommel 2005, 4) 
 
  
Pillar 1 (minimum capital requirements) introduces “the rules by which a 
bank calculates its capital ratio and its supervisor assesses whether it is in 
compliance with the minimum capital threshold” (Federal Reserve Bulletin 
2003, 398). It differs between the trading book and the banking book, and 
includes three different types of risk, such as the market risk, the credit risk, 
and the operational risk. (Frenkel, Rudolf, & Hommel 2005, 80.) 
Pillar 2 (supervisory oversight) “endows bank supervisors with extensive 
information rights and manifold possibilities for intervention” (Frenkel, 
Rudolf, & Hommel 2005, 80).  In other words, it encourages banks “to go 
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beyond simple compliance with minimum capital requirements and perform 
for themselves a comprehensive assessment of whether they have sufficient 
capital to support their own individual risk profile”. Moreover, it facilitates 
supervisors to provide constructive feedback, based on their knowledge of 
industry practices range of institutions, to the bank management. (Federal 
Reserve Bulletin 2003, 398.) 
Pillar 3 (market discipline) deals with enhanced disclosure (Frenkel, Rudolf, 
& Hommel 2005, 80). It is more practical and made to complete the 
previous activities with market disciplines “by requiring banks to publicly 
disclose key information that enables market participants to assess an 
individual bank's risk profile and level of capitalization” (Federal Reserve 
Bulletin 2003, 398). 
2.4.2 Basel III  
Basel III is the third and the latest regulatory framework introduced by the 
BCBS. It was developed from the Basel I and Basel II framework, in order to 
improve the ability of the banking sector to absorb negative impact from 
the financial and economic stress, through the developing of the risk 
management and governance, and by strengthening the transparency and 
disclosures of a bank through its international activities. (Bank for 
International Settlements 2011a, 1.) 
The framework of the Basel III is based on the same three pillars as the Basel 
II (see Figure 3) with some improvements and a few additional 
requirements. The Basel III regulation aims to strengthen the banking sector 
through the use of the new requirements, thus, the incensement of the 
quality as well as the quantity of the regulatory capital base is applied, and 
some additional adequate capital buffers are raised as well (Bank for 
International Settlements 2011a, 2-3). 
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More detailed functions of Basel accord and its implementation will be 
introduced in the 2.6.2 subsection in the viewpoint of Russia, as the case 
country of the current thesis. However, before going deeper into the 
banking sector in Russia, the reader will be introduced with the banking 
systems of different countries in order to form the compliet picture and be 
prepared for in-depth study of the Russian banking sector.  
2.5 Banking Systems of Different Countries  
In order to provide the complete picture for the reader, before going 
deeper in the specifics of the Russian banking sector it is curtail to 
understand the nature of the banking system and learn about those in 
regard to other countries. 
According to Business Dictionary (WebFinance n.d.), banking system is  
the structural network of institutions that offer financial services 
within a county. The members of the banking system and the 
functions they typically perform include: (1) commercial banks 
that take deposits and make loans, (2) investment banks which 
specialize in capital market issues and trading, and (3) national 
central banks that issue currency and set monetary policy. 
In world practice, the following banking systems exist: 
 
• two-level system, where Level 1 is the Central Bank, and Level 2 is 
commercial banks, 
• decentralized banking system of the USA: The Federal Reserve USA 
system, and 
• centralized state banking system of command economies (the Soviet 
Union and other previously socialist countries) (Kazimagomedov 
2010, 58-130). 
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In addition, there are also Islamic banks operating on the basis of Sharia. 
These banks give interest-free loans, and they are functioning in the non-
market mechanisms (ibid.). 
Nowadays, almost all countries in the world do have Central Banks, 
however, there are significant differences between them due to the 
peculiarities of the political, and financial-economic development of their 
home country (Balabanov 2016, 401-543). 
There are several forms of the Central Bank organization. From the 
standpoint of the capital ownership Central Banks divided into: 
 
• The State Central Bank, whose capital is owned by the state (for 
example, the central banks in the UK, Germany, France, Canada, 
Russia),  
• Joint stock bank (foe example, the US), and  
• Mixed, which are joint stock companies, when the part of their capital 
is owned by the State (Japan, Belgium). (Kazimagomedov 2010, 58-
130.) 
 
Some Central Banks were initially formed as a state banks (for instance, in 
Germany, and Russia); meanwhile, others were created as joint-stock banks 
and later were nationalized (for instance, in the UK, and France). But 
regardless of whether the capital of the central bank's owned by the State or 
not. Historically, there have been developed close ties between the Central 
Bank and the Government, which are especially strong at the present stage. 
(ibid.) 
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Those lose ties with the State does not mean that the State can infinitely 
influence the Central Bank policy. Regardless of the capital supplies, the 
central bank is legally independent. Most of all, it is accountable to a 
legislature or a special banking commission formed by the Parliament. 
(Zhukov 2014, 21-94.) The governor of the Bank, which may be selected by 
the Parliament, the President, the government, or the monarch, is not part of 
the government. A significant degree of the central bank independence is a 
prerequisite for the effectiveness of its activities, which are often at odds 
with short-term objectives of the government, concerned, for example, by 
the approach of the next elections. This is especially important in limiting 
the government's ability to use the resources of the central bank to cover 
the budget deficit. (Kazimagomedov 2010, 58-130.) 
In the USA, since 1913 the functions of the Central Bank of the country 
carries out the Federal Reserve System (FRS) (Luzanov 2015, 24). 
Nowadays, the FRS includes the following main departments: the Board of 
Governors, consisting of seven people appointed by the US President and 
approved by Congress for a period of 14 years; the Federal Open Market 
Committee, the Federal Advisory Council, the twelve federal reserve banks, 
which are the regional representatives of the FRS; and the other credit 
organizations, which are participants of the system (ibid. 30). 
The feature of FRS (unlike traditional the Central Banks in other countries, 
such as the Bank of England and the Central Bank of the Russian Federation) 
is that it is based not on the state but on the private capital. Any credit 
institution corresponding to the requirements of the Federal Reserve 
System is able to acquire its shares. That allows to receive a fixed dividend 
income, as well as gives the right to vote in the election of six out of nine 
managers of regional offices (ibid. 27-29). 
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The control of FRS activities is carried out by the US House of 
Representatives, to which it has to report annually, and the Banking 
Committee of the Congress, to which it has to report twice a year. The FRS is 
audited annually. In addition, in terms of the law, the US president can 
dismiss any of the FRS representatives, however, this rule has never been 
applied. (ibid.) 
According to Luzanov (2015), the main tools of monetary regulation of the 
FRS as well as the Bank of Russia are identical: (1) changes in interest rates; 
(2) changes in reserve requirements; (3) open market operations. The main 
instrument of monetary policy in USA is open market operations. All of 
those tools are used to influence the money supply in circulation, as well as 
it is a mean of influence on the commercial banks. (40-48.) 
Even all banking systems are design for mainly common purpose, based on 
the information above one could see that there are some differences and 
similarities among banking systems’ structure in different countries. The 
specific of the Russian Banking system will be explained in more detailed 
manner in the following subchapter. 
2.6 Banking System in Russia 
The current subchapter will provide a deep look in the Russian banking 
system, explaining in more detail the structure and functions of the banking 
system and Federal Laws and Regulations, under which the system 
operates. Moreover, the functions and application of the Tired Basel Accord 
concerning the Russian Federation, as well as its calculations, will be 
introduced. Finally, the liquidity criteria and their calculations concerning 
the Russian banking sector will be discussed in order to provide an overall 
picture of the functioning of the Russian banking sector and its regulations 
for the reader. 
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2.6.1 Banking System in the Russian Federation 
The banking system in the Russian Federation is a set of interrelated 
elements, which includes the Central Bank, credit institutions consisting of 
commercial banks and other credit and settlement institutions, sometimes 
united under the holding companies, as well as the banking infrastructure 
and banking legislation (Balabanov 2016, 401-543). Federal Law On Banks 
and Banking Activities (Ministry of Justice of the Russian Federation, 1990, N 
395-1) defines the concept of banking system as follows: “the Russian 
banking system includes the Bank of Russia, credit institutions, as well as 
branches and representative offices of foreign banks”.  
The Russian banking system has a two-level structure, with the Central Bank 
of Russia on the first level, endowed with emission, supervisory, and 
legislative functions, and on the second level the commercial banks, credit 
organizations and representative offices of foreign banks are carrying out 
their operations (Zhukov 2014, 21-94). 
There are two basic laws regulating the banking activities in the Russian 
Federation, which are: (1) Federal Law from 02.12.1990 N 395-1 (rev. Of 
29.12.2015) "On Banks and Banking Activity" (rev. and ext., In force from 
09.02.2016), and (2) Federal Law from 10.07.2002 N 86-FZ (ed. Of 
12.30.2015) "On the Central Bank of the Russian Federation (Bank of 
Russia)" (rev. and ext. In force from 02.09.2016) (Balabanov 2016, 401-543). 
Federal Law On the Central Bank of the Russian Federation (Bank of Russia) 
(Ministry of Justice of the Russian Federation 2002, N 86-FZ) classifies the 
functions of the Central Bank of Russia into five main categories: (1) 
Conducting monetary policy, (2) Monopoly of issuing money and organizing 
their treatment, (3) The functions of "bank of banks", (4) The functions of the 
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Government of the Russian Federation Bank, and (5) External function. 
Those categories are discussed below.  
Conducting the monetary policy, which is being developed and 
implemented in collaboration with the Government of the Russian 
Federation (ibid.). 
Monopoly of issuing money and the organization of their treatment. 
Banknotes and coins of the Bank of Russia are the only legitimate means of 
cash payment. The Board of Directors of Bank of Russia makes the decision 
to issue banknotes and coins of a new sample. The Bank of Russia is 
engaged in forecasting and organizing the production of banknotes and 
coins, the establishment of reserve funds, determining the order of cash 
transactions. A characteristic feature of the monetary sphere of Russia in 
comparison with other economically developed countries is the large 
proportion of cash in circulation. (ibid.) 
The functions of "bank of banks". By performing this function, the Bank of 
Russia carries out: (1) the observance of the banking supervision law, (2) 
takes in possession the commercial banks reserves, (3) lends to commercial 
banks to regulate bank liquidity, (4) establishes mandatory standards for 
credit institutions of their activities, the rules of banking, bookkeeping, 
preparation and presentation of accounting and statistical reporting, (5) sets 
the qualification requirements for the candidates for executive positions in 
commercial banks, (6) has the right to request any information from 
commercial banks and credit organizations, (7) conducts inspections of 
credit institutions, has the right to demand the elimination of violations, (8) 
adjust the size and the accounting of open positions on the currency, 
interest rate and other financial risks, (9) it specifies the size of the order and 
the creation of reserves to cover possible losses on loans, foreign exchange, 
interest rate and other financial risks, and (10) ensures the efficient and 
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smooth functioning of the payment system of the country. The aim of the 
payment system in Russia, which consists of the payment system of the Bank 
of Russia and private payment systems, to ensure the country's economy in 
the transfer of funds. Thus, its current goal is to move towards the further 
development of electronic technologies in the non-cash payments. (ibid.) 
The functions of the Government of the Russian Federation Bank. The 
Central Bank is a financial consultant and agent of the Russian Government. 
The federal budgets, the budgets of the federal subjects of Russia, the local 
budgets, and the state extra-budgetary funds are on its accounts. The Bank 
provides loans to the Government of the Russian Federation in order to 
finance a budget deficit. It buys the government securities at their initial 
offering. (ibid.) 
External function. It represents the Russian interests in relations with the 
Central Banks of foreign countries in the international monetary and the 
financial institutions. It gives a permission to create credit organizations with 
the foreign investments and the branches of foreign banks in Russia. The 
Bank establishes and publishes the official exchange rates of foreign 
currencies against the ruble. It is the body of currency regulation and 
currency control. (ibid.) 
The Commercial banks attract savings of the population, free funds of legal 
entities, and provide them for temporary use for other economic entities. 
The main purpose of the bank is the mediation in moving funds from lenders 
to borrowers. (Balabanov 2016, 401-543.) 
The activity of universal commercial banks is determined under the Federal 
Law On Banks and Banking Activity (Ministry of Justice of the Russian 
Federation 1990, N 395-1) by three main features: 
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• The function of accumulation and mobilization of temporarily free 
funds. The banks form an incentive to the accumulation of funds on 
the basis of a flexible depository policy, and guarantee the safety of 
deposits and the stable interest income on it. 
• The granting of the credit function. The redistribution of resources is 
carried out by banks in the maturity terms of repayment, 
serviceability. 
• The carrying out of calculations and payments. Commercial banks 
provide the functioning of the payment system and maintain 
accounts of their customers, carry out the transfer of funds. 
 
Furthermore, as additional functions of commercial banks can be noted the 
following (Ministry of Justice of the Russian Federation 1990, N 395-1): 
 
• The function of the creation of means of payment. Payment means are 
formed in the form of bank deposits, which are used with the help of 
plastic cards, bills, and wire transfers. 
• The function of the organization and of issuing securities. Banks issue 
equity and non-equity securities. The issue of securities lending is a 
development function of the loans and a mean to raise funds. 
• The function of consulting services. Banks carry out consulting on 
improving the creditworthiness of its customers to optimize their 
payments, tax planning, and reporting method. 
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The Commercial Bank is based on the following principles: (1) profitability, 
(2) speculative principle, (3) working within existing resources, (4) economic 
independence, (5) effective risk management, and (6) the mutual interest in 
working with partners (ibid.). 
The most commonly used form of ownership in the modern banking is joint 
stocks. The Bank's shareholders can be made up of a variety of legal entities 
and individuals. (Balabanov 2016, 21-94.) 
2.6.2 Basel III in Russia.  
In the conditions of the financial market instability, from 1 January 2015 the 
Russian banking system gradually implements the provisions of Basel III and 
from 1 January 2015 the Basel III is expecting to come into the full force 
(Sakovich 2012, 187-191). 
The basic requirements of Basel III are reflected in the Bank of Russia 
Regulation from 3 March 2012 (ed. 30.11.2015) "On Banks' Required Ratios 
N 139-I”, registered in the Ministry of Justice of the Russian Federation on 
13.12.2012 under the number N 26104. The instruction sets numerical 
values and the method of calculating for the following mandatory banks’ 
standards: capital adequacy; liquidity; maximum exposure to a single 
borrower or group of related borrowers; the maximum size of large credit 
risks; the maximum amount of loans, bank guarantees and sureties granted 
by the bank to its participants (shareholders); the aggregate value of the 
bank's insider risk; use of own funds (capital) of banks for the acquisition of 
shares (stakes) in other legal entities. (ibid.) 
Regulatory capital adequacy is calculated as the ratio of the basic bank's 
capital (H1.1), the value of the main bank's capital (H1.2), and the value of 
bank’s own funds (capital) (H1.0) determined by the method laid down by 
the Bank of Russia Regulation on 28 December 2012 "On the method of 
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determining the value of the own funds (capital) of credit institutions (" Basel 
III ") N 395-R", to the amount of credit risk on assets recorded on the 
balance sheet accounts (assets minus provisions for losses and provisions 
for losses on loans and equivalent debt weighted by risk level), credit risk of 
credit related commitments, credit risk on derivative financial instruments, 
the value of the risk of changes in value of the credit requirements as a 
result of deteriorating credit quality of the counterparty, the operational risk, 
and the market risk. (ibid.) 
The minimum acceptable standard of H1.1 in numeric value is set at 4.5 per 
cent by the Notes of the Bank of Russia from 30.11.2015 under number N 
3855-U (Ministry of Justice of the Russian Federation 2012a, N 395-R). 
The minimum acceptable standard of H1.2 in numeric value was set at 5.5 
per cent by the Notes of the Bank of Russia from 25.11.2014 under number 
N 3452-U, however, as mentioned by the Notes of the Bank of Russia from 
18.12.2014 under number N 3497-U, it was raised up to 6.0 per cent on 1 
January 2015 (ibid.). 
The minimum acceptable standard H1.0 numeric value is set at 8.0 percent 
by the Notes of the Bank of Russia from 30.11.2015 under number N 3855-
U. (ibid.). 
Basel III is mainly focusing on the function of capital instruments to absorb 
losses due to the events of the last financial crisis. Tier I capital is defined as 
capital that can absorb losses during the termination of the going concern, 
and the Tier II capital is defined as the capital with the ability to cover 
losses in the termination of the gone concern. There are the Common 
Equity Tier 1 Capital (the most reliable part of the capital) and Additional 
Tier 1 Capital are included in the Tier I capital. (Bank for International 
Settlements 2011a, 12-17) 
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Tier I capital includes: (1) the ordinary shares (or equivalent for non-joint 
stock companies); and (2) the retained earnings and share premium on 
ordinary shares. At the same time, the Basel Committee has put forward a 
number of quality requirements for the structure of Tier I capital. The tools 
of additional Tier I capital may include non-cumulative perpetual preferred 
shares, and innovative hybrid instruments (e.g. subordinated loans with 
additional conditions) are gradually excluding from the capital base of 
banks. (Bank for International Settlements 2011b.) 
Tier II capital includes: (1) capital reserves (the current year profit, not 
confirmed by the auditor's report); (2) reserves revaluation of certain assets: 
revaluation of fixed assets, as well as "latent" revaluation of securities is 
reflected in the balance sheet at purchase price, held for a long time (not 
available in the Russian practice); (3) the general provision for doubtful 
debts (general provisions for loan losses); (4) Hybrid capital instruments 
(including both properties of capital and borrowing at the same time), in the 
Russian practice are introduced by  preferred shares; (5) subordinated 
loans. (Bank for International Settlements 2006, 14-16.) 
Tier III capital (according to Basel II is introduced as short-term 
subordinated loans) is illuminated (Bank for International Settlements 2006, 
16). 
If in Basel I and Basel II deductions are made both from equity Tier 1 and 
Tier 2 capitals, according with the new requirements of Basel III for the main 
load falls on the Tier I capital. Consultation Paper (Basel III) does not 
establish a "direct" relationship between Tier I capital and Tier II capital, 
however, it proposes to establish this relationship through the minimum 
requirements for capital adequacy level for risks coverage. (Bank for 
International Settlements 2011a, 19-21.)  
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where: 
  is Risk-weighted asset.  
The last economic crisis has shown that the methods of credit risk 
estimations on the basis of internal rating models, taking into account the 
recommendations of Basel II (Internal Risk-Based Approach), are the subject 
of pro-cyclicality, in other words, are significantly depended on the phase of 
the economic cycle. During the economic expansion periods, the credit risk 
of bank counterparties will be low, as well as capital requirements. This 
means that the bank will be able to increase landings, which will stay as a 
source for a new pro-cyclical momentum. On the other hand, during the 
periods of economic downturn, the processes take the reverse side. (Bank 
for International Settlements, 2010.)  
The new standards consider to create the two capital buffers: conservation 
buffer, and countercyclical buffer range. The main purpose of the 
countercyclical buffer range formation, which is a "simple" premium to the 
minimum requirements, is to maintain a capital adequacy ratio at a certain 
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level in order to cover the bank's losses during the economic downturn of 
the system. In order to maintain the conservation buffer, banks are restricted 
in the distribution of its profits in order to lead it to the capital. Tin Russia 
this index is gradually increasing starting from 2016 to 0.625% per year until 
it reaches the value of 2.5% in January 1, 2019. (Sakovich 2012, 187-191). 
It should be noted that Basel III does not imply a significant complication of 
its models, and the abandonment of the sensitivity to risk in the approach 
laid down in Basel II. The new reform considers the tightening of 
requirements and definitions, and it suggests a direct transition from the 
recommendations to the norms. Thus, in case if the bank will not meet the 
new standards of capital adequacy, the bank will be imposed by the direct 
restrictions by means of the "conservation" on a certain level of income 
(from 40% up to 100%) in the following year and by reducing the share of 
dividend payments to shareholders. (Bank for International Settlements 
2011a, 27.) 
In order to improve the quality of capital and to reduce the borrowings in 
the banking sector, the Basel Committee has developed a new regulatory 
index called «leverage ratio» (the ratio of bank's capital to its assets and off-
balance sheet total volume requirements are not risk-weighted [ ]). The 
value of the minimum leverage ratio is proposed to be set at 2.5% for the 
common equity tier 1 capital [L1], and at 3% for the Tier 1 capital [L2]. (Bank 
for International Settlements 2011a, 61-63.) 
 
, 
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However, the ratio will come into force from January 2018, and the bank’s 
capital structure will consist of the of of common shares and retained 
earnings (Sakovich 2012, 187-191). 
The purpose of the application of the Basel III approach in Russia is to bring 
the Russian banking regulation and the supervision in accordance with the 
international standards in this area. In addition to the increasing stability of 
the banks in stressful situations, it will allow the Russian banks to increase 
their crediting ability and become the full participants in the international 
financial relations. (Sakovich 2012, 187-191.) The development of the 
Russian banking sector is the key to the success in the international trade 
and investments. 
2.6.3 Russian Bank’s Liquidity Criteria 
The current section will detail discuss the liquidity criteria concerning the 
Russian banking sector, in order to create a better understanding of 
functioning of Banking system in the Russian Federation. The information 
provided further is retrieved and adapted from the Federal Law of the 
Russian Federation and Bank of Russia Regulations, published by the 
Ministry of Justice of the Russian Federation. The author decided to take the 
exact formulas introduced in those Regulations in order to provide the clear 
picture of how the banking sector is managed in Russia. Due to that fact in 
the formulas for calculating the liquidity ratio provided later in this section, 
some Russian variables are used, nevertheless, for better understanding of 
non-Russian speaker, the explanation of each variable are provided after 
every formula.  
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In order to monitor the condition of the bank’s liquidity, in other words, its 
ability to ensure the timely and entirely implementation of its obligations 
established by norms of instant, current, and long-term liquidity, which 
regulate (limit) the risk of losing the liquidity of the Bank and which are 
defined as the ratio between assets and liabilities, taking in to account 
timing, amounts and types of assets and liabilities, and other factors 
(Ministry of Justice of the Russian Federation 2012b, N 139-I). 
The quick liquidity ratio (H2) regulates the risk of the loss of the liquidity of 
the bank within one business day and determines the minimum ratio of the 
bank's highly liquid assets to liabilities (liabilities) of the bank on demand 
accounts, adjusted by the amount of the minimum aggregate balance of 
funds on the accounts of individuals and legal entities poste restante. The 
Quick liquidity ratio (H2) is calculated by the following formula (ibid.): 
 
, where: 
 
 is highly liquid assets, which must be received within the next 
calendar day. 
 is liabilities on demand accounts, for which the investor and (or) the 
creditor may be claimed to provide the immediate repayment. 
 is the value of minimum aggregate balance of funds on the demand 
accounts of individuals and legal entities. 
The minimum acceptable numeric value of H2 is set at 15 percent (ibid.). 
Лам
H2 =   100%  15%
Овм  - Овм∗
× ≥
58	
	
	
The current liquidity ratio of the bank (H3) regulates the risk of the loss of 
the liquidity of the bank within the next 30 calendar days. The ratio of the 
current liquidity (H3) is calculated by the following formula (ibid.): 
 
, where: 
 
 is liquid (financial) assets, which must be received by the bank, and 
(or) can be claimed within the next 30 calendar days; 
 is liabilities on demand accounts, for which the depositor or creditor 
may be claimed the immediate redemption, and the bank's liabilities to 
creditors (depositors) of fulfilment of its obligations within the next 30 
calendar days; 
 is the minimum value of the total balance on the demand accounts of 
individuals and legal entities for a period of performance of obligations 
within the next 30 calendar days. 
The minimum numeric value of the standard H3 is set at 50 percent (ibid.). 
Long-term liquidity ratio of the bank (H4) regulates the risk of loss of 
liquidity of the bank as a result of placing funds in long-term assets and 
determines the maximum ratio of the bank's credit requirements with a 
remaining term to its maturity in excess of 365 or 366 days, to the bank’s 
own funds (capital) and liabilities with a remaining term to maturity date of 
more than 365 or 366 calendar days, adjusted by the amount of the 
minimum aggregate balance of accounts for a period of performance of 
obligations up to 365 calendar days, and demand accounts of individuals 
Лат
H3 =   100%  50%
Овт - Овт∗
× ≥
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and entities. The long-term liquidity ratio (H4) is calculated by following 
formula (ibid.): 
 
, where: 
 
 is credit claims with a remaining term to maturity in excess of 365 or 
366 days, after deduction of a formed reserve for possible losses on these 
credit requirements; 
  is own funds (capital of the bank); 
 is liabilities of the bank on loans and deposits received by the bank, 
except for the amount received subordinated loans to banks (loan, deposit) 
in the part of the residual value included in the calculation of own funds 
(capital) of the bank, as well as a marketable bank’s debts with a remaining 
maturity of more than 365 or 366 calendar days; 
 is the value of minimum aggregate balance of accounts for a period of 
performance of the obligations up to 365 calendar days and demand 
accounts of individuals and entities not included in the calculation of  
index. 
Maximum numeric value for standard H4 is set at 120 percent (ibid.). 
The maximum exposure for one borrower or a group of the related 
borrower’s ratio (H6) is regulated under the bank’s credit risk in relation to 
one borrower or group of related borrowers, and it determines the 
КрдH4 =   100%  120%
Ко + ОД + О∗
× ≤
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maximum ratio of the total amount of obligations of the borrower 
(borrowers belonging to a group of related borrowers) to the bank for its 
own funds (capital) of the bank. The ratio of maximum risk per borrower or 
group of related borrowers (H6) is calculated as following (ibid.): 
 
 , where: 
 
 is the aggregate amount of credit requirements of the bank to the 
borrower or the group of related borrowers, except the formed reserve for 
possible losses; 
 is own funds (capital of the bank). 
The maximum size of the large credit risks ratio (H7) adjusts the aggregate 
amount of the bank's large credit risk and determines the maximum ratio of 
the total amount of major credit risks and the size of own funds (capital). The 
maximum amount of the large credit risks ratio (H7) is calculated by the 
following formula (ibid.): 
 
, where: 
 
 - the i-th largest credit risk, after deduction of provision for possible 
losses; 
0
KрзH6 =   100%  25%
K
× ≤
i
0
Kскр
H7 =   100%  800%
K
× ≤∑
iКскр
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 - own funds (capital) of the bank. 
In accordance with Article 65 of the Federal Law On the Central Bank of the 
Russian Federation (Bank of Russia) (Ministry of Justice of the Russian 
Federation 2002, N 86- FZ), the large credit risk is the amount of loans, 
guarantees and sureties in favor of one client, which excesses five percent of 
bank’s capital. 
Maximum numeric value of the standard H7 is set at 800 percent (Ministry of 
Justice of the Russian Federation 2012b, N 139-I).  
The maximum size of loans, bank guarantees, and guarantees provided by 
the bank to its members (shareholders) (H9.1), determines the maximum 
ratio of the size of credit claims, bank guarantees and sureties granted by 
the bank to its participants (shareholders) to equity (capital) of the bank 
(ibid.). Maximum amount of loans, bank guarantees and sureties granted by 
the bank to its participants (shareholders) (H9.1), calculated as follows 
(ibid.): 
 
, where: 
 
 - the value of the i-th bank's loan requirements, which has the right to 
dispose of more than 5 per cent of shares (voting shares), after deduction of 
provision for possible losses; 
 - own funds (capital) of the bank. 
i
0
Kра
H9.1 =   100%  50%
K
× ≤∑
iКра
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The maximum allowable numeric value of the standard H9.1 is set at 50 
percent (ibid.). 
The aggregate amount of risk for bank insiders (H10.1) regulates (restricts) 
the aggregate credit risk of the bank in respect of all individuals, who are 
able to influence the decision-making process about grant a loan by the 
bank (ibid.). Standard H10.1 specifies the maximum ratio of the total 
amount of credit requirements for insiders to own funds (capital) of the 
bank. The ratio of aggregate insider risk Bank (H10.1) is calculated as 
follows (ibid.): 
 
, where:  
 
 - the value of the i-th credit requirements for insider bank's after 
deduction provision for possible losses. 
 - own funds (capital) of the bank. 
Maximum numeric value of H10.1 standard is set at 3 per cent (ibid.). 
Standard use of own funds (capital) of the bank for the acquisition of shares 
in other legal entities (H12) regulates the overall risk of the bank's 
investments in shares of other legal entities and determines the maximum 
ratio of the amounts invested by the bank for the purchase of shares of 
other entities to own funds (capital) of the bank (ibid.). Standard use of own 
funds (capital) of the bank for the acquisition of shares in other legal entities 
(H12) is calculated as follows (ibid.): 
i
0
Kрси
H10.1 =   100%  3%
K
× ≤∑
iКрси
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 , where: 
 
 - the value of the i-th bank's investments in stocks of other legal 
entities, after deduction of provision for possible losses on these 
investments; 
 - own funds (capital) of the bank. 
 Maximum numeric value of H12 standard is set at 25 percent (ibid.). 
The valuation of assets, used to calculate the ratio, is completed in 
accordance with Regulations on the procedure of the credit organizations of 
the reserves for possible loan losses on loans and similar debts" (Ministry of 
Justice of the Russian Federation 2004, N 254-P) and Regulations on the 
procedure of the credit organizations of the reserves for possible losses 
(Ministry of Justice of the Russian Federation 2006, N 283-P). According to 
Regulation 283-P (Ministry of Justice of the Russian Federation 2006, N 283-
P), the reserves for balance assets, for which there is a risk of loss, except for 
loans and similar debts and off-balance sheet credit assets. 
Evaluation of the credit risk on loans and portfolios of homogeneous loans 
is carried out on an ongoing basis. On the basis of this regulation, the 
internal rules of the loan classification by quality categories or by order of 
the reserves for possible loan losses creation for commercial banks are 
introduced (see Table 3). Credit risk evaluation is carried out taking into 
account the borrower's financial position and the quality of debt service 
(timely repayment of interest and principal). The evaluation and the 
i
0
Kин
H12 =   100%  25%
K
× ≤∑
iКин
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categories are described in the table bellow (Table 3). (Ministry of Justice of 
the Russian Federation 2006, N 254-P.) 
	
 
Table 3. Determination of the Quality of Loan Debt (Ministry of Justice 
of the Russian Federation 2006, N 254-P) 
 
 
 
According with the classification of loans or portfolio of homogeneous loans 
the value of the estimated reserves is determined according to the criteria 
descried in the Table 4. 
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Table 4. Size of the Estimated Possible Losses on Loans, Depending on 
the Quality Category (Ministry of Justice of the Russian Federation 
2006, N 254-P) 
 
 
 
3 METHODOLOGY 
The current chapter will review the methods of data collection and data 
analysis, which were applied for the current research. The reader will be 
introduced to the process that was completed in order to collect suitable 
data for the research paper, and to the process of analyzing and describing 
the results obtained to be discussed in details in the following chapters. 
3.1 Research Design, Strategy and Purpose  
By the research design Creswell (1998, 2-3) understands the entire process 
of conducting and writing the report paper, including all the stages from 
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outlining and clarifying the research. In order to develop the research 
design, the research strategies are aimed to create a through research 
approach, which is supported by the purpose of the research in its turn 
(ibid., 13). According to Saunders, Lewis, and Thornhill (2009, 139), the 
research purpose can be divided into three categories: exploratory, 
explanatory, and descriptive. Each category of the purpose of the research 
can provide unique information and should be selected according to the 
goal of the researcher. When an exploratory study is goaled “to find out 
what is happening; to seek new insights; to ask questions and to assess 
phenomena in a new light” (Robson 2002, 59), an explanatory study is 
applied when there is a need to establish and describe relationships 
between some variables (Saunders, Lewis, & Thornhill 2009, 139-141). 
Finally, a descriptive study approach tries “to portray an accurate profile of 
persons, events of situations”, stats Robson (2002, 59).   
The current research is aimed to study and critically discuss the financial 
risks in the banking sector based on the reality of the Russian Banking sector 
in order to indicate the elements of the bank portfolio that influence the 
level of liquidity and credit risks, and capital adequacy. The next step, the 
calculations, analyzes and describes the key indicator’ level in the case of 
PJSC “Sberbank of Russia”, and the main activities that affects this level, 
based on the theoretical knowledge, personal observations and statistical 
(horizontal as well as vertical) analysis of the data, in order to help the case 
company as well as further researchers to predict the danger of facing 
serious risks and to develop the actions to avoid the threat those risks at an 
early stage. Therefore, an explanatory study approach with elements of the 
descriptive approach is the most suitable for the current research.  
A case study approach, which was selected for the current research with the 
case company PJSC “Sberbank of Russia”, assumes a detailed and deep 
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collection of the data, which requires the involvement of multiple 
information sources and different data collection methods (Creswell 1998, 
32). As a result, the case study approach helps the researcher to “gain rich 
understanding of the context of the research and the processes being 
enacted” (Morris, & Wood 1991 cited in Saunders et al 2009, 146). The 
researcher selected the PJSC “Sberbank of Russia” as the case company as 
it is one of the largest banks in Russia, holding the major assets in the 
Russian banking sector. Through some private discussions with bank 
representatives the researcher was able to get the in-depth description of 
financial statements of the Bank (see Appendix 1, 2, and 3). Furthermore, 
some confidential information that was not published and discussed in the 
current work due to privacy statements provides a better understanding of 
the overall picture for the researcher and helped in formulating suitable 
recommendations for the Bank.  
3.2 Methods of the Data Collection  
Methods of the data collection are associated with qualitative, quantitative 
as well as mixed-methods approach. The qualitative approach is concerned 
with non-numerical data and works well for exploratory purpose, when 
quantitative approach deals with numbers and numerical analysis, thus, it is 
often used for testing hypotheses (Saunders, Lewis, & Thornhill 2009). The 
appearance of both qualitative and quantitative methods in one research 
give the mixed research method. Johnson, Onwuegbuzie, and Turner (2007, 
123) defined the term “mixed-methods” as following: 
Mixed methods research is the type of research in which a researcher 
or team of researchers combines elements of qualitative and 
quantitative research approaches (e.g. use of qualitative and 
quantitative viewpoints, data collection, analysis, inference 
techniques) for the broad purposes of breadth and depth of 
understanding and corroboration.  
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Creswell (2003), divided mixed-methods approach into three categories: 
sequential, concurrent and transformative. According to the author, under 
the first category (sequential) a detailed exploration of findings by 
elaboration or expansions of those by implementation of collections of data 
consecutively implemented. The concurrent approach is mainly integrating 
the information through simultaneously collecting of both methods of data 
collection. Finally, the transformative approach develops the framework of 
the study by using overarching perspective perspective. (16.)  
For this research the quantitative approach method was applied, as the data 
utilized for the analysis was numerical, which supported more in-depth 
exploration of research problem.  	
Research data collected for the research falls into two categories: primary 
and secondary data. Both types of data were collected and utilized for the 
current research. Secondary data is a very important step that prepare the 
researcher for collecting primary data that is usually collected on the 
specific purpose of the research (Saunders, Lewis, & Thornhill 2009, 256). 
Secondary data is data that was collected not by the researcher himself, but 
by someone other (Ghauri & Gronhaug 2010, 90). Secondary data takes a 
crucial role for the current research project, and includes the literature 
review of books, journals, and online articles. Furthermore, some data for 
quantitative analysis was retrieved from the external sources, such as official 
websites of the case company and the government publications about the 
regulations and requirements for banking sector in Russia. Primary data 
includes facts and figures that were collected by the researcher himself 
(Ghauri & Grohaug 2010, 90). In order to collect all information needed for 
the success of the current research, for instance, not published financial 
statements and more detailed information about case bank’s activities on 
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the financial market were provided by the representatives of Sberbank to 
the researcher.  
4 RESEARCH RESULTS 
The analyzing process includes the preparing stage of the data for analysis, 
exploring that data, then followed by the actual data analysis, and then 
representing and interpreting of the data obtained, and finally the validating 
the data (Creswell, & Plano Clark 2011, 204).  
The research is focused on the analysis of the three years of the financial 
activities of the case company during the accounting period from the 
beginning of 2012 and to the end of 2013.  
The chapter begins with the overview of the case company (PJSC “Sberbank 
of Russia”), and than followed by the results obtained through the research 
process and the description and explanation of the last. 
4.1 Overview of PJSC “Sberbank of Russia”  
PJSC “Sberbank of Russia” (later Sberbank or Bank) is the largest banks of 
the Russian Federation, as well as one of the major backbone companies of 
the country (PJSC “Sberbank of Russia” n.d.b.). 
The bank was first introduced under the names of "Savings Bank of the 
RSFSR", "Sberbank of the RSFSR," in accordance with the decision of the 
General Meeting of Shareholders on March 22, 1991. Later, in accordance 
with the decision of 4 June 2010 the Bank was renamed Open Joint-Stock 
Company "Sberbank of Russia", OJSC "Sberbank of Russia". Furthermore, in 
accordance with the decision of the General Meeting of Shareholders dated 
05.29.2015, the Bank's name was changed to Public Joint-Stock Company 
"Sberbank of Russia", the PJSC Sberbank. (PJSC “Sberbank of Russia” n.d.a.) 
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The Bank operates under a general license for banking operations № 1481 
issued by the Bank of Russia 11 August 2015. In addition, the Savings Bank 
has a license to conduct banking operations to attract deposits and 
placement of precious metals and other precious metals operations, the 
license of a professional securities market participant for conducting broker, 
dealer and depositary activities, as well as the activities of securities 
management. (PJSC “Sberbank of Russia” n.d.c.) 
On April 1 2015 the Bank's branch network included 16 regional banks and 
17493 units throughout Russia. Subsidiary Banks of Sberbank are working in 
Kazakhstan, Ukraine, Belarus, and Germany. Moreover, in June 2010, the 
Sberbank received the permission of the Chinese Banking Regulatory 
Commission to open a representative office in Beijing, and in September 
2010, the Bank of Russia registered the branch of OJSC "Sberbank of 
Russia" in India. The Bank has a subsidiary investment company LLC 
"Sberbank Capital", which is dedicated to sanitation and management of 
assets laid down in the bank (PJSC “Sberbank of Russia” n.d.b.). 
According to market positions, in terms of assets and capital, financial 
results of operation and scale infrastructure, the Bank is several times larger 
than the nearest competitors. It is a unique position in the domestic market, 
which gives a distinct competitive advantage for Sberbank. (ibid.) 
PJSC "Sberbank of Russia" carries out the following banking operations 
(UnionBanks n.d.a.): 
 
• raising funds from individuals and legal entities to deposits (demand 
and time deposits), 
• placing the above raised funds on its own behalf and for its own 
account, 
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• opening and maintaining bank accounts of individuals and legal 
entities, 
• transfers of funds on behalf of individuals and legal entities, including 
correspondent banks, on their bank accounts, 
• collection of cash, bills, payment and settlement documents and cash 
services to natural and legal persons, 
• purchase and sale of foreign currency in cash and cashless forms, 
• attract deposits and placement of precious metals, 
• issuance of bank guarantees, and 
• money transfers without opening bank accounts, including electronic 
cash (except for mail orders). 
 
The Bank has the right to carry out maintenance of export-import operations 
of clients with various financial instruments, which are accepted in 
international banking practice. The Bank carries out transactions with 
payment cards in accordance with the current legislation of the Russian 
Federation and in the manner prescribed by the Bank of Russia. Money 
transfers without opening bank accounts, with the exception of electronic 
money transfers are carried out on behalf of individuals. (ibid.) 
PJSC "Sberbank of Russia" in addition to the banking operations carries out 
the following transactions (UnionBanks n.d.b.): 
 
• issuance of guarantees for third parties, providing execution of 
obligations in monetary form, 
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• the acquisition of the right to claim from a third party performance of 
obligations in monetary form, 
• trust management of monetary funds and other property under 
contract with individuals and legal entities, 
• transactions with precious metals and precious stones in accordance 
with the legislation of the Russian Federation, 
• leasing of natural and legal persons of special facilities or are they 
safe for storing documents and valuables, 
• leasing operations, and 
• the provision of consulting and information services. 
 
PJSC "Sberbank of Russia" has the right to carry out other transactions in 
accordance with the Russian legislation (ibid.). 
The priority directions of the Bank are (ibid.): 
 
• operations with corporate clients: a servicing settlement and the 
current accounts, opening of deposits, financing, issuance of 
guarantees, service of export-import operations, collection, 
conversion services, money transfers in favor of legal persons, etc .; 
• transactions with retail customers: acceptance of deposits and funds 
in the Bank's securities, loans, bank cards, transactions with precious 
metals, purchase and sale of foreign currency, payments, money 
transfers, storage of valuables, etc .; and 
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• operation on financial markets: securities, derivative financial 
instruments, foreign currency; accommodation and attraction of 
funds in the interbank market and the capital markets, and others. 
 
All banking operations and transactions are made in rubles and foreign 
currency in accordance with federal laws. The Bank carries out currency 
control over the operations of clients both individuals and legal entities. 
(ibid.) 
PJSC "Sberbank of Russia" has the right to issue, purchase, sale, 
registration, storage and other securities transactions, payment documents, 
securities confirming attraction of funds on deposit and bank accounts with 
other securities. Furthermore, Bank has the right to carry out professional 
activities in the securities market in accordance with federal laws, including 
the broker, dealer, depositary. The Bank has a separate property and is 
responsible with it for its obligations, Bank has the civil rights and bear civil 
responsibilities necessary to carry out any activities not prohibited by law. 
(PJSC “Sberbank of Russia” n.d.b.) 
In an effort to make the service more convenient, modern and 
technologically advanced, the Bank is gradually improving the capabilities 
of remote account management clients through years. Sberbank is the 
largest issuer of debit and credit cards. (ibid.) 
The bank has established a system of remote service channels, which 
includes (ibid.): 
 
• online banking: "Sberbank Online" (more than 24 million active 
users), 
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• mobile apps: "Sberbank Online" for smart phones (more than 1 
million active users), 
• text messages service: "Mobile Banking" (more than 24 million active 
users), 
• one of the world's largest network of ATMs and self-service terminals 
(more than 90 thousand units). 
 
In addition, Sberbank in cooperation with BNP Paribas has created the joint 
bank under the brand “Cetelem”, which is engaged in POS-lending 
processes, through using the concept of "responsible lending" (ibid.). 
The founder and main shareholder of the Bank is the Central Bank of the 
Russian Federation (Bank of Russia). On 16 December 2014 it owned 60.3% 
of the voting shares and 57.6% of the share capital of the Bank. Other 
shareholders include more than 263 thousand individuals and legal entities. 
(ibid.) 
The high proportion of foreign investors in the capital structure of the 
Sberbank of Russia (over 32%) is an evidence of its attractiveness and 
success on the financial market (Studsell.com	n.d.). 
The main competitors of Sberbank (ibid.): 
 
• Gazprombank (also known as GPB), 
• Raiffeisen, 
• VTB24, Citibank, 
• Alfa Bank, 
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• Uralsib Bank, and 
• Rosbank. 
 
The total number of employees of Sberbank’s Group in 2014 amounted to 
about 369.4 thousand people, 319.4 thousand of whom are working in the 
state. At the same time 86% of all employees (275.7 thousand) are related to 
PJSC "Sberbank of Russia". Most employees working on a permanent 
contract (97% of the total) and full-time (85%). (PJSC “Sberbank of Russia” 
n.d.b.) 
The management body of Sberbank of Russia includes (PJSC “Sberbank of 
Russia” n.d.d.): 
 
• general meeting of shareholders, 
• supervisory board, 
• collegial executive body: the board of the bank’s management, and 
• The sole executive body:  the president, chairman of the bank’s 
management board. 
 
Figure 6 illustrates the organizational structure of Bank’s management 
system. 
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Figure 6. The Management Structure of PJSC "Sberbank of Russia" 
(adapted from PJSC “Sberbank of Russia” n.d.b) 
	
 
The General Meeting of Shareholders is the supreme governing body of the 
Bank, followed by the Supervisory Board, which is responsible for general 
management of the Bank, excluding the issues referred to the competence 
of the General Meeting of Shareholders. The Bank's current activities carried 
out by the President, the Chairman of the Management Board and the 
Management Board. The President, Chairman of the Board and the 
Management Board are accountable to the Supervisory Board of the Bank 
and the General Meeting of Shareholders. (ibid.) 
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PJSC "Sberbank of Russia" maintains its accounting records and provides 
the accounting (financial) reports and other documents in accordance with 
the procedure established by federal laws and other normative legal acts, 
including regulations of the Bank of Russia (PJSC “Sberbank of Russia” 
n.d.b). 
The bank's assets amount to more than one-fourth of the country's banking 
system (27%) and the share stands at 28.7% in the banking capital 
(information on 1 January 2015). The Bank holds most major market share in 
deposits and a key creditor of the national economy. As of November 1, 
2014, the share of Sberbank on retail deposits was 49%, and its loan 
portfolio contained a nearly one-third of all loans issued in Russia (30% of 
corporate loans and 33% of retail). In 2014, Sberbank took 18th place in the 
ranking of "Top 1000 world banks in terms of capital", published in the 
journal “The Banker”. (ibid.) 
4.2 Analysis of the Composition and Structure of Assets and 
Liabilities of PJSC "Sberbank of Russia" 
The results of the analysis made by the researcher are introduced below 
and the figures and tables formed by the author are presented for a better 
understanding of the results for the reader. 
For the analysis completed for the research, the annual accounting 
(financial) statements of PJSC "Sberbank of Russia" (OJSC "Sberbank of 
Russia" at that time) for the period through 2012 – 2014 years are used. In 
the Appendix 1, 2, and 3 the scanned copies of detailed annual accounting 
(financial) statements of OJSC "Sberbank of Russia” for 2012, 2013, and 
2014 years can be found. The documents were provided by the Bank to the 
researcher for further analysis and were allowed to be published in the 
current paper. Thus, the annual financial statements, introduced in the 
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Appendixes, are provided in the original language of the Bank, which is 
Russian. 
4.2.1 Analysis of Major Indicators of Bank’s Financial Activities  
Firstly, the dynamics of key variables of the balance sheet of Sberbank for 
accounting period 2012 - 2014 was analyzed and combined in the Table 5. 
 
 
Table 5. Analysis of the Dynamics of Assets and Liabilities of Sberbank 
2012 – 2014, MLN RUB 
 
 
 
Based on the data gained through this analysis the the following 
conclusions can be done. The total assets for the period of 2012 - 2013 
increased by 2,693,343 million rubles (+ 19.83%), when for the period of 
2013 - 2014 increased by 5,471,663 MLN RUB (+ 33.62%), which indicates 
an increase in the volume of the Bank's operations. 
Sources of the bank's own funds increased between 2012 and 2013 on 
283705 million rubles (+ 17.18%), and between 2013 and 2014 on 47137 
million rubles (+ 2.44%). The decrease in the rate of increase in sources of 
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own funds was the result of increasing of the spending on the opening of 
reserves for loan and therefore reduce profits was appeared. 
The bank's liabilities increased in the 2012 - 2013 on 2409638 MLN RUB (+ 
20.2%), and in 2013 – 2014 on 5424526 MLN RUB (+ 37.83%). 
The capital, which is calculated in accordance with the Bank of Russia 
Regulation №395-P, increased in 2012 – 2013 on 199797 MLN RUB (+ 
11.27%), and in 2013 – 2014 on 338638 MLN RUB (+ 17.16%). 
The main factors that make the increase the capital were: a positive financial 
result of the bank's activities, placement of subordinated bonds in the 
amount of US $ 1 billion, and the reduction in investment in the ordinary 
shares of deductions companies transition requirements of Basel III. 
The main factors that reduce the capital were the dividend payment for 
2013 in the amount of 72.3 billion rubles and the deduction of subordinated 
loans granted to subsidiary banks. 
In the dynamics of the capital is also explained by the gradual application of 
Basel for the Bank’s management, which was carried out within 5 years 
according to some calculation positions. 
Figure 7 illustrated the change in the mail items in the balance sheet of 
PJSC "Sberbank of Russia" during period of 2012 – 2014. 
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Figure 7. The Dynamics of the Balance Sheet of Sberbank 2012 – 2014, 
MLN RUB 
 
 
The main factors of the growth in the Bank's asset in 2014 were loans to the 
legal entities and individuals, and the asset growth achieved net loan debt. 
The growth of balance sheet items is significantly influenced by positive 
revaluation of their currency component due to the weakening of the ruble 
against major foreign currencies: US dollar exchange rate increased in 2014 
by 71.9% up to 56.3 rubles / US dollar, euro exchange rate increased by 
52.0% up to 68.3 rubles / euro. 
Analysis of the structure of the main items of the balance of Sberbank for 
2012-2014 years is presented in Table 6. 
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Table 6. Analysis of Major Balance Sheet Items of Sberbank 2012-2014 
 
 
 
The data analysis results, introduced in Table 6, show that the greatest 
proportion of the balance sheet items of Sberbank takes net loan 
indebtedness, which took 73.07% in 2014, 73.60% in 2013, and 71.95% in 
2012. For 2014 net loan indebtedness was formed in the amount of 
15889379 MLN RUB. 
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During the analyzed period there is a decrease the share of the following 
items: 
 
• amounts due to credit institutions with the Central Bank of the 
Russian Federation in 2013 compared to 2012 by 0.29%, and in 2014 
compared to 2013 by 0.81%, 
• net investments in securities and other financial assets available for 
sale in 2013 compared to 2012 by 0.63%, and in 2014 compared to 
2013 by 2.69%, 
• net investments in securities held to maturity in 2013 compared to 
2012 by 0.18%, and in 2014 compared to 2013 by 0.8%, 
• fixed assets, intangible and tangible assets in 2013 compared to 
2012 by 0.35%, and in 2014 compared to 2013 by 0.68%. 
 
Other indicators have a positive trend. 
The liabilities of the largest proportion of the balance sheet items are 
introduced by liabilities that were 87.64% of total in 2014, 88.11% of total in 
2013, and 90.88% of total in 2012. 
Change on the results of 2014 in the direction of decreasing the proportion 
of own funds in total assets (from 12.6% to 9.12%) is an indication of the 
deterioration of the bank's financial stability, while high profitability and 
adequate capitalization of the bank are the basis of reliability. The dynamics 
of the financial performance of Sberbank was analyze and results are 
introduced bellow (Table 7). 
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Table 7. Analysis of Financial Activities of Sberbank 2012 – 2014, MLN 
RUB 
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According to the data presented in Table 7, it can be stated that the 
activities of PJSC "Sberbank of Russia" for the period 2012-2014 is aimed at 
improving the efficiency of its operations. 
In the structure of the bank's profits prevailing stable interest revenue, which 
is a factor that has a positive effect on the stability of future income i.e. the 
minimum degree of risk. However, it is worth noting that there are indicators 
with a negative value, foe instance, the net income from foreign currency 
transactions in 2014 had a rate of -1.472 million rubles. Moreover, there was 
an increase in operating costs, which make up 598666 million rubles in 
2014 and make a change of 28.36% during 2013-2014. 
Furthermore, it is important to note the decrease in the profit before tax, 
which decreased by RUR 73.583 billion, and in the profit after tax, which 
decreased by RUR 66.436 billion in 2014, that in relation to 2013 make 
14.63% and -17.59%, respectively. All the above indicates the development 
of the foreign exchange rate risks and the operational risks. 
4.2.2 Components of Credit and Liquidity Risks Ratios  
In order to evaluate the credit risk and the liquidity risk, the quality and 
content of assets and liabilities as to be analyzed. The optimal ratio between 
assets and liabilities in terms of recruitment and placement allows the bank 
to meet its obligations on time and to have a reliable resource basis. The 
analysis of liabilities begins with the identification of the size of the bank’s 
own funds to determine their share in the total balance sum. 
The own capital formulated on the stage of establishment of the bank for 
organizing its operations and ensures the stability and reliability of the 
functioning of the bank, as well as it gives an opportunity to calculate a 
profit for the expansion and modernization. The profit growth, as well as the 
growth of the own funds, while maintaining the solvency and credit risk 
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tolerance conditions ensures the stability and financial stability of a credit 
institution. 
The management of the own funds plays an important role in ensuring the 
stability and profitability of the bank's liabilities. The own capital of the bank 
is the basis of increasing the volume of its active operations. 
The own capital is the resources of commercial banks, including share 
capital, additional paid in capital, retained earnings, share premium, etc. 
The analysis of the resource base of PJSC "Sberbank of Russia", which boils 
down to finding the resource base of the structure (own and borrowed 
funds) and their dynamics, was done by the researcher and the results are 
introduced bellow. The structural and dynamic analysis of the bank’s 
resources is presented in Tables 8 and 9. 
 
 
Table 8. Analysis of Dynamics in Resources of Sberbank 2012 – 2014, 
MLN RUB 
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The own funds of PJSC "Sberbank of Russia" for 2013 increased by 283.705 
billion rubles or, in other words, by 17.18%, when for 2014 they increased 
by 47.137 billion rubles (by 2.44%). Over the entire study period, this 
indicator has a positive growth, which indicates a tendency to it increasing 
in future periods. 
The resources structure by the own funds and borrowings reflects the main 
features of the functioning of the Bank as a credit institution (Table 9) 
 
 
Table 9.  Analysis of Structure of Sberbank 2012 - 2014 
 
 
 
The analysis of the data in Table 9 shows that the total amount of resources 
of PJSC "Sberbank of Russia" of the share of the own funds in 2012 
accounted for 12.16%, in 2013 11.89%, and in 2014 9.12%. The accelerated 
growth of the funds raised characterizes the reduction of the share capital 
base of its own. 
The structure of resources by the own and borrowed (obligations) funds of 
Sberbank is presented in Figure 8. 
87	
	
	
	
Figure 8. Structure of Shares of Reserves in the Balance Sheet of 
Sberbank 2012 - 2014 
 
 
Traditionally, the structure of resources in terms of the bank’s own funds and 
obligations represented by the ratio of the proportion of the own funds in 
the bank's balance sheet liabilities ranges from 10% to 25% on average of 
the total resources of the bank, when the share of borrowed funds 
(obligations) varies from 75% to 90%. 
Over the entire studied period, the bank's liabilities structure has not 
undergone major changes. Since 2012, the share of the bank's own funds 
decreased by 3.04% and amounted to 9.12% for 2014. The share of the 
bank's liabilities increased from 87.84% to 90.88%. One of the main factors 
ensuring the financial stability of the bank and reduced liquidity risk is to 
increase the bank's own funds. 
The dynamic of the bank’s own funds of Sberbank for the period of 2012 - 
2014 is presented in Table 10. 
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Table 10. Analysis of Dynamics of Own Funds of Sberbank 2012 - 
2014, MLN RUB 
 
 
 
The analysis of the data in Table 10 shows that the total amount of the own 
funds for the period of 2012 - 2013 has increased by 283705 million rubles 
(+ 17.18%), and by 47137 million rubles (+ 2.44%) during 2013-2014. 
Dynamics and structure of the own funds of Sberbank for period 2012 - 
2014 is shown in Figure 9 and in Table 11. 
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Figure 9. Dynamics of Own Funds of Sberbank 2012 - 2014, MLN RUB 
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Table 11. Analysis of Own Funds of Sberbank 2012 - 2014 
 
 
 
The data of Figure 9 and the analysis of Table 11 show that the 
shareholders' equity, the share premium fund and the reserve has not 
changed during the analyzed period of time, as a result of the activity of 
Sberbank is not carried out additional issue. 
Analyzing the indicators, reducing the amount of the own funds of the Bank, 
it may be noted that the primary is the presence in the sources of the own 
funds of the fair value of the securities. 
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The amount of the revaluation of fixed assets for the period 2012 - 2013 
decreased by 1.646 billion rubles (- 1.95%), and for period 2013 – 2014 to 
2.035 billion rubles (-2.46%). 
The retained profit of Sberbank has increased during analyzed years. Thus, 
retained earnings for the period 2012 - 2013 increased by 288.162 billion 
rubles (+ 32.18%), and for the period 2013 – 2014 by 305.17 billion rubles 
(+ 25.78%). The retained profit for the period 2012 - 2013 increased by 
31.474 billion rubles (+ 9.09%), and for 2013 - 2014 decreased by 66.436 
billion rubles (-17.59%). 
Analyzing the structure of the own funds of Sberbank on 31 December 
2014, it can be mentioned that the largest share is related to the retained 
profit of the bank, which in 2014 amounted to 75.1% (or 1.488697 trillion 
rubbles) that is 13.94% more than in the previous year. 
Another indicator that has a great influence the structure of the bank’s own 
funds is the share premium of the bank. In 2014 it equaled 228054 MLN 
RUB, and it remained stable for the entire study period from 2012-2014. 
Another important element of the structure is the bank's authorized capital, 
which has not met any changes during the study period, and in 2014 the it 
equaled to 67.761 billion rubles. 
The high growth in the proportion of retained earnings in the total amount 
of the bank capital (from 54.22% up to 75.1%) indicates the formation of the 
bank's own funds mainly due to the highest quality (but at the same time the 
most expensive) sources. From the point of view of the bank's financial 
stability such resources have a positive impact on it. 
On the other hand, the bank's own funds sources formatting mainly due to 
retained earnings, the authorized capital of the bank reduces the 
profitability of its operations. 
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Figure 10 clarifies the the structure of the own funds of Sberbank. 
 
 
	
Figure 10. Structure of Own Funds of Sberbank 2012 - 2014, % 
 
 
The data presented in Figure 10 shows that the profit is extremely important 
source of equity and evidences of bank’s own potential in the development. 
The high volume of the profit of Sberbank defines its low share of the 
reserve fund. The low enough proportion of reserves in the structure of 
sources of the own funds of the bank reflects the current situation in the 
area of credit, when the first risk loans constitute a very small portion of the 
loan portfolio. Indirectly, this phenomenon testifies to the balanced policy of 
the Bank in lending when the bank does not seek to artificially 
underestimate the potential risk of the loan. 
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Analyzing the structure of sources of the own funds of the bank, a tendency 
to increase the share of retained earnings seen in the dynamics that takes 
into account the own funds to 13.94% in 2014 in comparison to 2013. 
As a result, the major share of the bank's own funds in 2014 is related to the 
undistributed profit of the bank (75.1%), the retained earnings (15.7%), and 
the share premium (11.5%). When the lowest proportion of the bank’s own 
funds includes shareholders' funds (3.42%), and the reserve fund (0.18%). 
Thereby, the share of the own funds in the structure of resources tends to 
decrease, which is a negative factor. Therefore, measures to increase the 
Bank’s own funds in the structure of resources of PJSC "Sberbank of Russia" 
are essential in the situation. 
One of the main risks affecting the financial stability of the bank is the credit 
risk, as the share of net loan debt in total assets is on average 73% over the 
study period. The objective evaluation of the quality of the loan portfolio 
allows to create adequate reserves for possible losses on loans. On the 
basis of the Regulations of Bank of Russia 254-P and 283-P Sberbank has 
developed internal credit risk assessment and instructions (regulations) 
about how to create reserves. There is a procedure for assessing the 
financial position of the borrower with the financial statements in the Bank, 
which resulted in the decision to grant and the loan, and over the life of the 
loan held its creditworthiness. Bank insures itself from credit risk, taking as 
collateral the borrower's property, as well as guarantees from third parties 
that have a strong financial position. 
The following Table 12 presents the data, characterizing the amount of the 
loan portfolio in the dynamics and the level of coverage of reserves for 
possible losses on loans. During the analyzed period, the loan portfolio 
tends to increase. So, in 2013 the volume of loans increased by 20.5% 
compared with 2012, and in 2014 it increased by 27.3% compared with 
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2013. At the same time Bank's expenditure on creation of reserves for 
possible losses increased as well due to deterioration loan portfolio. In 2013 
the expenditure on creation of reserves increased by 36.8% compared to 
2012, and in 2014 by 42.8% compared with 2013, which influenced the 
decrease in the Bank's profits. The level of coverage of the loan portfolio 
reserves amounted to 14.7% in 2014. 
 
 
Table 12. Composition and Structure of the Loan Portfolio 
 
 
 
Data on the quality of the loan portfolio are presented in Table 13. It 
illustrates the increase in the share of problem and bad loans. Thus, in 2014 
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the share of hopeless loans in the total loan portfolio amounted to 9.6% 
against 5.6% in 2013, and in 2012 this figure was only 0.8%. 
 
 
Table 13. Evaluation of the Loan Portfolio by Quality Categories 
 
 
	
4.2.3 Analysis of Liquidity Risk, Credit Risk and Capital Adequacy  
The main indicators of the level of liquidity risk, paying capacity, credit risks 
are: the economic standards, the limit value which is set by the Bank of 
Russia. Dynamics of mandatory standards of Sberbank of Russia for the 
period of 2012 - 2014 is presented in Table 14. 
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Table 14. Economic Capital Adequacy and Liquidity of Sberbank 2012 -
2014, % 
 
 
 
The capital adequacy ratio (H1) goes up with an increase in the volume of 
equity and decreases with an increase in risk assets. This indicator is higher 
than the minimum, and make up 12.62% in 2012, 12.96% in 2013, and 
11.50% in 2014. Therefore, it indicates that the bank has a good reserve of 
the own funds (capital). 
The instant liquidity ratio (H2) is set in 2014 at 74.62%. The highly liquid 
assets more than necessary to cover the commitments for the day period. 
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The value of the current liquidity (H3) during the study period was reduced 
to 66.52%. But this value is above the lower limit, indicating that the optimal 
ratio between assets and liabilities, which strengthens the liquidity of the 
bank. 
The value of the long-term liquidity ratio (H4) has increased to 111.56%. The 
volume of investments in the long-term assets is at an acceptable level. 
In general, there is a positive trend can be seen in all the liquidity standards 
(ratio). 
The coefficient H7 limits the maximum risk of all large loans. In 2012 H7 was 
141.29%, in 2013 it changed to 127.82%, and in 2014 it became 210.55%. 
These figures indicate that the Bank is closely monitoring the risks 
associated with the lending process. 
The indicator H10.1 represents the maximum risk on its insiders, i.e. 
individuals, who are either shareholders (holds more than 5% of the shares) 
or the directors and board members, credit committee members. In 2012 
the indicator was 1.04%, in 2013 it was 1.06%, and in 2014 it was 1.02%. 
The ratio of the bank's capital used for the acquisition of shares in other 
legal entities (H12) does not exceed the maximum value equal to 25% 
throughout the study period. 
Thus, based on the statutory limit values, it is possible to draw a conclusion 
about the positive dynamics of PJSC "Sberbank of Russia". For all the basic 
standards of the bank liquidity ratio indicators exceed the minimum 
performance and do not reach the ceiling. 
Based on the results of the analysis discussed above, the conclusion of the 
positive dynamics of PJSC "Sberbank of Russia" activities can be done. The 
main direction of the Bank’s activities for the period of 2012-2014 is aimed 
at improving the efficiency of its operations. In the structure of the Bank's 
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profits prevailing stable interest income sources, which reduces the level of 
interest rate risk. 
Finally, the analysis of the adequacy of bank capital and total capital of PJSC 
"Sberbank of Russia" is displayed in Table 15. 
 
 
Table 15. Analysis of Adequacy of Capital and Total Capital of PJSC 
"Sberbank of Russia" 2012 - 2014 
 
 
 
Tier I capital (core capital) in the period from 2012-2014 increased by 
36.17% and on 31 December 2014 amounted to 2007.8 billion rubbles. Tier 
II capital (supplementary capital) increased by 77.88% and on 31 December 
2014 amounted to 827.5 billion rubles. Furthermore, the risks for the entire 
period have also increased at 65.18% and on 31 December 2014 amounted 
to 23365 billion rubbles. The core capital adequacy ratio tends to decrease 
during 31 December 2012 and 31 December 2014 by 1.8%. 
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The adequacy ratio of total capital decreased by 1.6% and on 31 December 
2014 amounted to 12.1%. The current negative changes indicate the 
deterioration of the financial situation of the bank. 
Thus, despite the fact that all the parameters calculated either deteriorate, 
remaining practically the limiting values of standard ranges, or do not have 
thereof intervals, however, they also tend to deteriorate.  
5 CONCLUSIONS AND RECOMMENDATIONS  
This chapter is aimed to summarize the findings of the research, introduced 
in Chapter 4, and to provide recommendations for the company studied by 
the researcher, in order to highlight the main aspects that seem to be the 
most crucial, and to make some suggestions for future development. 
5.1 Conclusions 
In accordance with the research results it can be concluded that PJSC 
"Sberbank of Russia" has a stable financial position, and it is able to timely 
and fully perform its obligations to the customers and shareholders. The 
main indicators characterizing the level of credit risk, liquidity risk, capital 
adequacy fully satisfy the requirements of the Bank of Russia. 
The analysis of the bank's financial statements, conducted by the researcher 
showed that stable interest revenue dominates in the structure of the bank's 
income, which has a positive effect on the stability of future earnings and 
maintaining a minimum level of risk. However, it is worth noting that there 
are the indicators with a negative value such as the net income from foreign 
currency transactions which was -1.472 billion rubles in 2014. Furthermore, 
the operating costs tended to increase. The operating costs values was 
598.666 billion rubles in 2014, a change of 28.36% compared to 2013.  
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Another change that should to be mentioned is the decrease in the profit 
before tax by 73.583 billion rubles and in the profit after tax by 66.436 
billion rubles in 2014, a change of -14.63% and -17.59% respectively in 
relation to 2013. All the above testifies of the development of the foreign 
exchange and operational risks, and of the decreasing profit of the bank. 
The bank capital meets the requirements of the Bank of Russia and of the 
Basel Committee on Banking Supervision. 
The study shows that in spite of the strong financial position of the bank, the 
volume of problematic and hopeless loans in the loan portfolio has 
increase. Furthermore, there was an increase in the spending on the 
reserves for possible losses on loans and decrease in the profit. These facts 
indicate an increase in the credit risk, liquidity risk and capital adequacy. In 
order to mitigate the negative trends, the recommendations on the 
reduction of the risks listed above were developed by the author. 
5.2 Recommendations  
The main focus of risk management of the Bank should be aimed at 
minimizing credit risk. The credit risk was the reason for the bank to increase 
the reserves for possible losses on loans in 2014 and, consequently, it 
resulted in the decrease in profits during the reporting period. 
The cooperation with the credit bureaus and insurance companies could 
have a positive effect on credit risk reduction. The cooperation with the 
credit bureau would reduce the cost of the evaluation of trustworthiness of 
borrowers, improve the quality of risk management, reduce the proportion 
of problematic loans, and reduce the reserve costs. 
Furthermore, an important part of credit risk management is the 
development of measures to reduce and prevent the identified risk. The 
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author states that it is appropriate to introduce additional measures for 
increasing the risk management effectiveness, such as 
 
• changing in customers' business sustainability criteria taking into 
account the activities in the economic crisis, 
• sufficient and timely cash flow from operating activities of the 
borrower, 
• operating profitability of the business, 
• collateral of liquid assets for secured loans, 
• insurance of the mortgaged property, 
• securing the loans by guarantees and sureties of the state or business 
owners, 
• increasing the level and quality of control on the behalf of PJSC 
"Sberbank of Russia" for the financial status and activities of the 
borrower, and 
• credit insurance. 
 
For the reliable assessment of the creditworthiness, the researcher 
proposes to use not only the financial statement of a client provided to the 
tax authorities, but also the management reports. The reason for that is that 
the official financial statements of the legal entity in Russia does not always 
reflect the real picture, thus, it is advisable that the bank will develop its own 
program to assess the value of the borrower's business. 
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To reduce the credit risk level, the author recommends to reduce the limits 
for loans to a single borrower. This method is used when the bank is not 
completely sure in the creditworthiness sufficiency of the client. The 
reduction in the size of the loan protect the bank from significant losses in 
case of not meeting obligations by the client.  In this case the main criteria 
should be not the loan’s security by property, but the client’s the ability to 
meet his obligations on time. 
To mitigate the credit risk, it may be recommended debt insurance. The 
credit insurance means a complete transfer of all risks of default of the 
specialized insurer. 
 One of the factors to minimize credit risks is securing of the availability of 
loan indebtedness in the form of highly liquid assets. It should be borne in 
mind that the amount of the security should cover not only the amount of 
the granted loan, but also the amount of interest rate on it. In order to the 
preserve the pledged property, it is necessary to insure it from the risk of 
loss in reliable insurance companies. 
To illustrate the above the following example is considered. For instance, 
considering the situation when non-performing loans, granted in the form of 
a revolving credit line in 2014, would be insured in 2015. In this case, if the 
insurance indemnity is 80% of the contract amount and if the loan is within 
the amount of the contract, then the expecting rest of overdue loans will 
decrease. 
To calculate the volume of term loan indebtedness during the forecast 
period leaves the same as in the baseline, and the overdue loans in the 
forecast period is calculated as the residue of overdue loan in the base 
period multiplied by 80%, where 80% is the insurance indemnity rate of the 
Bank. The calculations are provided in Table 16. 
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Table 16. The Borrower’s Property Insurance Effectiveness in Case of 
the Revolving of Credit Line Provision 
 
 
 
Analyzing the data in Table 16, it can be concluded that when insuring the 
property interests of the borrower under the contracts, the share of overdue 
loans on revolving credit lines reduced from 204.57 billion rubles (or 
16.75%) to 163.66 billion rubles (or 13.87%). Figures 11 and 12 are 
visualizing the change in balance of loan receivable. 
 
 
	
Figure 11. Balance of Loans Debt by Types during the Base Period, 
MLN RUB 
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Figure 12. Balance of Loans Debt by Types during the Forecast Period, 
MLN RUB 
 
 
As Figure 12 shows, in case of insuring the contracts it will be a decrease in 
value of the overdue loans on the amount of 40.91 billion rubbles, which is 
about 20% from total. 
In the situation, when the insurance of bank loans is carried on terms offered 
for trade loans by the insurance companies, the results of the use of such 
measures will differ. Table 17, which is introduced below, illustrates the 
effectiveness of such measures application. To calculate the forecast period, 
the formula introduced above is in use. Balance of the term loans remains 
the same. 
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Table 17. The Effectiveness of the Property Insurance and the 
Responsibilities of the Borrower for Legal Entities 
 
 
 
The data in Table 17 shows that when property interests under contracts are 
insured for lending for working capital and for the borrower's liability for 
other purposes, the share of overdue loans will decrease from 204300 
million rubles (or 21.72%) to 163.44 million rubles (or 18.17%). 
The dynamics of overdue loans in the base and the forecast periods is 
presented by Figure 13. 
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Figure 13. Dynamics of Overdue Loan during Basic and Forecast 
Periods, MLN RUB 
 
 
Figure 13 shows that in case when the loans are insured, there is a decline in 
the share of overdue loans, in particular the decrease amounted to 408600 
million rubles. 
One of the options for the bank to reduce the overdue loans is to sell it. That 
will allow the bank to reduce the size of the reserves and to improve their 
financial performance. 
The main advantages from selling the overdue loans are: 
 
• improvements in the quality of the loan portfolio, 
• returns to the revenue from created reserves, 
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• absence of costs from self-support portfolio, and 
• improvement in performance indicators for investors and for the 
Central Bank of the Russian Federation. 
 
In practice, nowadays in Russia the market of sale of overdue payments is in 
its infancy. This is due to the fact that the companies buying the portfolio of 
problem loans, do not have sufficient financial resources to carry out such 
transactions, as well as sufficient statistical basis for evaluation of this 
portfolio. 
The measures recommended above, provides the opportunity to reduce 
the credit risks and, as the result, to the reduce the spending on reserves. 
That leads to the increase in the profit of the bank, which helps to increase 
capital adequacy ratios to the required level on time, in accordance with the 
Basel Committee requirements. In addition, will contribute to the reduction 
of interest rates on the most expensive liabilities and increase in interest 
rates on the riskiest types of loans, such as consumer loans and loans for 
small business, will contribute the increase in the value of the bank’s capital 
adequacy ratio. 
In addition, in order to advance the risk management in the bank, it is 
recommended to put into use the risk management techniques, such as 
scenario analysis and value-at-risk techniques, which are introduced and 
critically discussed in the theoretical part of the current paper. As it was said 
before, there are many different methods to forecast banking risks, and 
each of them have its limitations and advantages. Thus, it is crucial to pay 
attention for deeper exploring each of the technique in order to select the 
most suitable according to the situation.   
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6 DISCUSSION   
The discussion chapter starts with the evaluation of the research on its 
credibility. Then it is followed by underlined limitations to the research, and, 
finally, the suggestions for further researcher. 
6.1 Credibility of the Research  
According to Kananen (2013,189)  
Credibility issues must be taken into consideration already at the 
planning stage of the work, for after collecting the data and 
analysis there is no longer any option to improve credibility.  
In order to implement the research, the research design, and methods of 
data collection and analysis have to carefully selected, and the 
documentation of the research process and all the sages of it have to be 
described (ibid.). Thus, the current research is fairly credible. In order to 
obtain the results and make the conclusions and recommendations, the 
researcher went through all stages needed. On the researcher’s side, the 
analysis of the data collected and further interpretation of findings is closely 
based on the theoretical background of the current work. The data 
collected for analysis was carefully selected. In order to obtain more valid 
and reliable results, the researcher contacted the case bank and had a 
discussion with its representatives, after which she obtained a more detailed 
financial information about the case company, which was used for the 
analysis. A quantitative approach was chosen for the research 
implementation as it was the most suitable for the research questions asked 
at the beginning of the study process. The research questions and 
objectives were met through the work, and the conclusions answer 
questions. Moreover, based on the results and conclusions made 
throughout the study, recommendations were introduced for the case bank 
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in order to help their development and financial success in their future 
activities.  
6.2 Limitations to the Research  
Almost any research has its limitations that could be associated with a 
number of various issues. This research is not an exception and it has some 
limitations, which are further discusses below. 
Firstly, due to the unstable economic situation in the chosen case country, 
the fluctuation of the domestic currency exchange rate, which plays an 
important role in the financial institutions’ activities, and the changing laws 
and regulations of the Russian banking sector, some changes in the 
management structure of the case company that had taken place during the 
analyzed period. Thus, the researcher found it difficult to collect all the data 
needed for the analysis (for instance, the market interest rate during the 
years analyzed). 
Secondly, even though the bank provided some additional information for 
the researcher, some information was considered to be confidential and not 
allowed to be used for the analysis and for publications. 
Furthermore, because of the limited time, it was not possible to study all the 
risks faced by the bank. The researcher decided to focus on the three main 
risks, even though, other risks, which were not included in the research, also 
have an important effect on the financial life of the companies. 
Finally, because the researcher is currently a bachelor’s degree student, 
there are some limitations in her theoretical knowledge and analyzing skills, 
which are also associated with the limitations of the research. 
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6.3 Suggestions for Future Research  
In accordance with the confidentiality rules, the primary documents of the 
bank were not available to the author during the study process. Through 
accessing those documents, a more accurate calculation of the amount of 
risk could be done. Therefore, for the future researches it may be 
recommended to conduct more in-depth work in the current direction. 
The conducted study can support other commercial banks to carry out more 
detailed and in-depth researches of the factors affecting the level of basic 
banking risks. For example, to analyze the assets and liabilities of the 
quality, comparability terms of attracting and accommodating, the level of 
interest rates on attracted and placed funds, adequacy of provisions for 
possible losses on loans, reasons for the decline of profit, methods and 
techniques of assessment of basic banking risks. That will provide a better 
understanding of the financial risks and create strategies for increasing the 
revenue and success in the market. 
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